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PREFACE  TO  THE  SIXTH  EDITION 

This  book  is  what  its  title  states — An  Outline  of  Economics. 
It  presents  a  topical  organization  of  thought,  which  experience 
has  shown  that  college  students  can  satisfactorily  cover  in  a  year. 
It  is  intended  for  use  in  connection  with  a  regular  text-book  and 
books  of  selected  readings.  The  required  and  suggested  reading 
references,  contained  in  the  text  of  the  Outline,  list  some  of  the 
more  widely  used  of  such  books.  The  problems  found  at  the  close 
of  each  chapter  are  offered  as  suggestive  material  for  class  dis¬ 
cussions;  some  of  them  can  advantageously  be  used  for  written 
work.  It  is  my  hope  that  the  thought  organization  of  the  Outline 
will  prove  sufficiently  clear  to  students,  so  as  to  liberate  a 
relatively  large  part  of  the  class  discussion  periods  for  a  con¬ 
sideration  of  thought  provoking  economic  problems.  The  same 
hope  is  prompting  the  preparation  of  a  general  treatise  on 
economics  which  I  expect  before  long  to  publish.  The  presenta¬ 
tion  of  economic  problems  embodying  real  issues  and  actual 
situations  makes  economics  intensely  interesting.  The  mastery 
of  economic  problems  involving  the  application  of  principles  to 
concrete  cases  is  indispensable  to  the  development  of  clear  think¬ 
ing  in  economics. 

It  is  a  pleasure  to  acknowledge  my  indebtedness  to  the  many 
members  of  the  instructional  staff  who  have  cooperated  with  me 
during  the  past  ten  years  in  the  general  survey  course  in  econom¬ 
ics  at  the  University  of  Wisconsin;  from  them  I  have  received 
many  stimulating  suggestions.  For  invaluable  help  in  the 
preparation  of  this  edition,  I  am  particularly  indebted  to  Mr. 
Ewan  Clague,  Mr.  Meredith  Givens,  and  Mr.  Paul  Raushenbush, 
who  assisted  in  the  preparation  of  the  problems  and  required 
readings,  and  made  other  helpful  suggestions;  to  Miss  Margaret 
Pryor,  who  prepared  the  suggested  readings,  and  critically  read 
the  entire  manuscript,  suggesting  many  improvements;  and 
to  Miss  Alma  Bridgman,  whose  critical  judgment  has  improved 
both  substance  and  form  of  expression. 

William  H.  Kiekhofer. 

University  of  Wisconsin 
June  1, 1925. 
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Note  Concerning  Reading  Materials 

This  Outline  of  Economics  presents  a  skeleton  organization  of 
thought.  Students  using  it  are  expected  to  go  to  a  variety  of 
sources  for  reading  materials  to  help  them  master  it.  The 
references  given  in  the  body  of  the  Outline  are  intended  as  re¬ 
quired  readings  although  other  such  references  can  be  substituted 
by  instructors.  The  references  contained  in  the  text  of  the  Outline 
are  to  the  following  books: 

(C)  Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed. ; 
New  York:  The  Macmillan  Co.,  1918) 

(D)  Douglas,  Hitchcock,  and  Atkins,  The  Worker  in  Modern 
Economic  Society  (Chicago:  University  of  Chicago  Press, 
1923) 

(E)  Ely,  R.  T.  et  al,  Outlines  of  Economics  (4th  ed.;  New 
York:  The  Macmillan  Company,  1923) 

(F)  Fetter,  F.  A.,  Modern  Economic  Problems  (Rev.  ed. ;  New 
York:  The  Century  Company,  1922) 

(H)  Hamilton,  W.  H.,  Current  Economic  Problems  (Rev.  ed., 
Chicago:  The  University  of  Chicago  Press,  1919) 

(M)  Marshall,  F.  C.,  Readings  in  Industrial  Society  (Chicago: 

The  University  of  Chicago  Press,  1918) 

In  addition  to  the  required  readings,  a  list  of  suggested  readings 
is  appended  to  most  of  the  chapters  for  those  instructors  who 
wish  to  substitute  readings  in  other  well-known  text  books,  and 
for  those  students  who  wish  to  do  reading  supplementary  to  that 
suggested  in  the  text  of  the  Outline.  The  text  books  to  which 
references  are  thus  made  are  the  following: 

Carver,  T.  N.,  Principles  of  National  Economy  (Boston:  Ginn 
and  Company,  1921) 

Edie,  L.  D.,  Economics-.  Principles  and  Problems  (New  York: 

Thomas  Y.  Crowell  Company,  1926) 

Fairchild,  F.  R.,  Furniss,  E.  S.,  Buck,  N.  S.,  Elementary 
Economics  (New  York:  The  Macmillan  Company,  1926) 
Seager,  H.  R.,  Principles  of  Economics  (3d  ed.;  New  York: 

Henry  Holt  and  Company,  1923) 

Seligman,  E.  R.  A.,  Principles  of  Economics  (10th  ed.;  New 
York:  Longmans,  Green,  and  Company,  1924) 

Taussig,  F.  W.,  Principles  of  Economics  (3d  ed.;  New  York: 

The  Macmillan  Company,  1921) 

It  is  expected  that  students  will  supply  themselves  with  that 
book  which  is  selected  as  the  main  text,  and  that' duplicate 
copies  of  the  other  required  reading  references  will  be  made 
available  in  the  library. 


Introduction 
CHAPTER  I 

The  Nature  and  Importance  of  Economics 

I .  The  Nature  of  Economics 

Economics  and  political  economy  are  terms  used  inter¬ 
changeably  to  designate  one  of  the  social  studies.  Usage 
today  favors  the  former  term,  as  better  designating  the 
content  of  the  study  under  consideration,  for  there  are 
many  aspects  of  economic  study  that  are  non-political. 

“Economics  is  the  science  which  treats  of  those  social 
phenomena  that  are  due  to  the  wealth-getting  and  wealth¬ 
using  activities  of  man”  (E)  2. 

1 .  Nature  of  social  phenomena. 

2.  Nature  of  wealth-getting. 

3.  Nature  of  wealth-using. 

Economics  is  a  study  which  concerns  itself  with  the 
problems  of  income  and  expenditure. 

II.  Branches  of  Economics 

1.  Private  economics. 

2.  Political  economics  or  public  finance. 

3.  Social  economics. 

III.  Economics,  A  Social  Science 

Whether  economics  is  to  be  classified  with  the  humanities 
or  the  sciences  has  been  much  discussed. 

1.  Meaning  of  the  term  “humanities.” 

2.  Meaning  of  the  term  “science.” 

A  science  is  a  body  of  knowledge  dealing  with 
phenomena  having  such  constant  relations  that  these 
relations  can  be  expressed  in  generalizations  known  as 
laws.  Physical  science  is  based  upon  the  postulates  of 
the  indestructibility  of  matter,  the  conservation  of 
energy,  and  the  uniformity  of  nature.  Without  these 
the  physical  sciences  could  not  be  exact;  they  would 
amount  to  nothing  more  than  bodies  of  description. 
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3.  Meaning  of  the  term  “law.” 

A  law  in  science  is  a  statement  of  the  cause  and  effect 
relationship  between  phenomena  which  always  holds 
under  given  conditions.  The  laws  of  science  do  not 
grow,  as  does  the  common  law;  they  are  not  made,  as 
is  statute  law;  they  are  natural,  and  so  are  merely 
discovered  by  man,  e.g.,  Newton’s  law  of  universal 
gravitation. 

4.  Distinctive  nature  of  “economic  laws.” 

There  is  a  certain  uniformity  of  human  nature,  which 
makes  social  sciences  possible,  but  there  is  no  such 
invariability  about  it  as  there  is  about  inanimate 
nature.  Hence  social  laws,  including  economic  laws, 
cannot  have  the  exactness  of  the  laws  of  physical 
science.  Economic  laws  describe  tendencies. 

“Every  social  or  economic  law  is  merely  a  forecast  of 
the  conduct  of  men,  and  its  scientific  value  is  measured 
by  the  number  of  cases  in  which  it  comes  true.”1  “A  law 
of  social  science,  or  a  social  law,  is  a  statement  of  social 
tendencies;  that  is,  a  statement  that  a  certain  course  of 
action  may  be  expected  under  certain  conditions  from 
the  members  of  a  social  group.”2 

5.  Economics,  a  social  science. 

To  call  economics  a  social  science  is  to  suggest  its 
kinship  with  both  the  humanities  and  the  sciences. 
Since  the  beginning  and  end  of  economic  study  is  man, 
there  is  a  large  humanistic  element  in  economics.  In 
its  method,  however,  of  systematically  searching  for 
the  causes  of  economic  phenomena  and  reducing  its 
conclusions  to  laws,  economics  is  scientific.  Like  all 
social  sciences,  economics  is  an  approximate  and  partly 
descriptive  science;  it  is  concerned  not  only  with  the 
interpretation  but  also  with  the  improvement  of  human 
relations. 

IV.  The  Relation  of  Economics  to  Other  Social  Sciences 
The  social  sciences  all  deal  with  men  in  their  relations  to 
each  other.  For  every  distinct  relationship  between  men 
there  is  a  distinct  science.  But  there  can  never  be  any  such 

1  Gide,  Chades,  Political  Economy  (1913),  p.  6. 

2  Marshall,  Alfred,  Principles  of  Economics  (1920),  p.  33. 
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sharp  boundary  line  between  the  social  sciences  as  between 
the  physical  sciences. 

The  relation  of  economics  is  particularly  close  to 

1.  Sociology.  Sociology  is  the  most  general  of  all  the  social 
sciences.  It  has  the  same  relation  to  the  special  social 
sciences,  like  economics  and  politics,  that  biology  has 
to  botany  and  zoology.  It  concerns  itself  with  the 
origin  and  development,  the  structures  and  functions, 
of  all  forms  of  human  association.  It  is  the  study  of 
men’s  living  together. 

2.  Politics,  which  treats  of  those  social  relations  of  man 
that  concern  him  as  a  member  of  organized  society, 
the  state. 

3.  Law,  which  comprises  the  regulations  through  which 
formal  expression  is  given  to  the  will  of  society.  Usages 
and  customs  which  have  come  to  be  sanctioned  prece¬ 
dents,  constitute  the  common  law.  Rules  and  regula¬ 
tions  enacted  by  legislative  bodies  constitute  the  statute 
law. 

4.  Ethics,  which  treats  of  the  rightness  and  wrongness  of 
social  relations. 

Mention  should  also  be  made  of  history,  as  a  record  of 
past  events.  Present  Economic  phenomena  cannot  be 
understood  without  a  knowledge  of  those  past  conditions 
that  produced  them. 

The  student  of  economics  will  often  find  in  the  study  of 
a  given  economic  problem,  such  as  the  “trust”  question, 
that  economic,  social,  political,  legal,  and  ethical  con¬ 
siderations  are  all  involved. 

Provision  for  one’s  wants  being  fundamental  to  every 
other  relationship  of  life,  economics  occupies  a  very  im¬ 
portant  position  in  the  family  of  the  social  sciences. 

V.  The  Importance  of  Economics 

1.  Cultural  importance. 

2.  Professional  importance. 

3.  Citizenship  importance. 


(E)  Ch.I. 
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Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  3-14. 
Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 

pp.  1-20. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  8-11. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  1-2. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  3-36. 
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Part  I — Production 
CHAPTER  II 

Human  Wants  and  Economic  Scarcity 

I.  The  Foundations  of  Economics 

1.  Human  wants. 

2.  Economic  scarcity. 

II.  The  Nature  of  Human  Wants  or  Desires 

1 .  Instinctive  basis  of  wants. 

2.  Habitual  expression  of  wants. 

3.  Rationalization  of  wants. 

III.  Some  Desires  Prompting  Economic  Activity 

1 .  Desire  for  physical  necessities  and  comforts. 

2.  Desire  for  self-expression  and  development. 

3.  Desire  for  power. 

4.  Desire  for  recognition  and  approval  by  others. 

5.  Desire  for  welfare  and  happiness  of  others. 

IV.  Scarcity,  A  Limiting  Factor  in  the  Gratification  of 
Wants  or  Desires 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  15-37. 
Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  370-374. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  3-8. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  3-36. 

PROBLEMS 

1.  Why  is  the  study  of  human  wants  of  importance  in  econom¬ 
ics? 

2.  Explain  how  society  as  a  whole  has  reached  the  present  level 
of  material  well-being.  Why  are  some  of  us  rich  and  others 
poor?  Is  it  because  some  of  us  have  contributed  more  to  the 
general  well-being  than  others?  Why  can’t  we  all  be  rich? 
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3.  Why  do  individuals  practice  economy?  Why  does  the  state 
conserve  its  natural  resources?  Show  how  the  physical 
environment  in  which  man  finds  himself  gives  rise  to  the 
fundamental  problem  of  economics. 

4.  Show  the  inadequacy  of  the  “economic  man”  explanation 
of  human  behavior,  and  the  importance  for  economics  of 
a  study  of  human  nature. 

5.  Show  how  the  ease  of  attaining  the  necessities  of  life  in  any 
given  country  is  affected  by:  a)  a  growth  in  population; 
b)  a  rising  standard  of  living. 

6.  Herbert  Hoover  recently  wrote:  “With  the  high  specializa¬ 
tion  and  intense  repetition  of  labor  in  industrial  processes 
there  has  been  a  loss  of  creative  interest.”  Admitting  the 
correctness  of  the  statement,  is  this  loss  of  any  importance, 
and,  if  so,  can  anything  be  done  about  it? 

7.  Give  illustrations  of  economic  activities  in  which  human 
constructiveness  has  fairly  free  scope,  and  examples  of  others 
in  which  this  trait  is  largely  suppressed. 

8.  It  is  frequently  remarked  that  good  workmanship  is  rare, 
even  in  those  trades  in  which  there  is  the  freest  opportunity 
for  the  expression  of  constructiveness.  Do  you  agree?  If  so, 
how  do  you  account  for  it? 

9.  Show  various  ways  in  which  modern  economic  society  is  an 
expression  of  acquisitiveness.  Do  you  regard  such  ex¬ 
pressions  as  socially  desirable? 

10.  Show  various  ways  in  which  fear  affects  economic  activities 
and  how  fear  is  used  to  control  economic  conduct.  Can  fear  be 
eliminated  from  economic  life?  Is  its  elimination  desirable? 

11.  John  D.  Rockefeller,  Jr.,  asks:  “What  joy  can  there  be  in 
life,  what  interest  can  a  man  take  in  his  work,  what  en¬ 
thusiasm  can  he  be  expected  to  develop  on  behalf  of  his 
employer,  when  he  is  regarded  as  a  number  on  a  pay  roll, 
a  cog  in  a  wheel,  a  mere  ‘hand’?”  What  is  there  in  human 
nature  that  is  antagonized  by  such  conditions  and  how 
would  you  prevent  the  antagonism? 

12.  Cite  examples  of  successful  industrial  practices  affording 
men  the  opportunity  to  gratify  their  desire  for  self  expression 
or  self  assertion. 

13.  Account  for  labor’s  frequent  hostility  to  welfare  work  on 
the  part  of  the  employer,  and  for  the  charge  that  it  is 
paternalistic.  Why  are  paternalistic  practices  in  modern 
industry  apt  to  invite  opposition  and  defeat? 
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CHAPTER  III 

Distinctive  Features  of  Modern  Economic  Society 

I.  Relativity  of  Economic  Institutions 

II.  Distinctive  Features  of  Modern  Economic  Society 
(H)  2-5 

1.  Machine  industry  (D)  115-118. 

a.  Distinction  between  tools  and  machines  (M)  426- 
427. 

b.  Transition  from  tools  to  machines. 

c.  Machine  industry  based  on  modern  science. 

d.  Superior  productivity  of  the  machine. 

2.  The  factory  system. 

a.  Factors  influencing  the  establishment  of  the  factory 
system. 

3.  Capitalistic  control  and  private  property. 

4.  Free  enterprise  and  free  competition. 

5.  Specialization,  exchange,  and  interdependence. 

a.  Specialization  of  trades  and  crafts. 

b.  Specialization  of  functions  within  industrial  units 
(M)  380-384. 

c.  Territorial  specialization  (E)  122-123. 

6.  Speculative  production. 

7.  Credit  economy. 

8.  Prevalence  of  group  action. 

III.  The  Evolution  of  Industrialism  (E)  27-34;  (H)  97-107 

1 .  The  self-sufficing  household  economy. 

a.  The  stage  of  direct  appropriation. 

b.  The  pastoral  stage. 

c.  The  agricultural  stage  (H)  77-80;  (M)  67-69. 

2.  The  commercial  or  handicraft  economy. 

a.  The  guild  system  (M)  82-85,  91-93,  187-189. 

b.  The  domestic  system  (M)  195-198. 

3.  The  industrial  economy  (D)  105-108. 

Distinction  between  the  factory  system  and  its 
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predecessors,  the  guild  and  the  domestic  systems,  in 
the  following  particulars: 

a.  Ownership  of  raw  materials. 

b.  Ownership  of  tools  and  machinery. 

c.  Ownership  of  the  work  place. 

d.  Control  over  the  labor  power. 

e.  Work  of  superintendence  and  management. 

f.  Control  of  the  marketing. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp. 21-91, 107-122,355-369. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  7-37. 
Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  42-90. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  2-20. 

Seliginan,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  67-108, 
154-172. 

PROBLEMS 

IE  Distinctive  Features  of  Modern  Economic  Society 

1.  Our  modern  economic  society  has  been  frequently 
described  and  analyzed,  and  many  different  aspects 
have  been  emphasized.  What  do  you  consider  its  most 
important  and  distinctive  single  characteristic? 

2.  A  series  of  purely  accidental  mechanical  inventions, 
rather  than  a  gradual  extension  of  markets  and  local 
specialization  of  products,  is  responsible  for  the  rise  of 
the  modern  industrial  system. — Discuss  and  criticize. 

IIL  The  Evolution  of  Industrialism 

3.  “Compare  the  market  for  which  goods  were  produced 
by  the  gildsman  with  that  which  the  modern  business 
man  has  to  consider.  To  what  problems  does  this 
change  give  rise?” 

4.  “Why  were  industrial  depression,  unemployment,  and 
the  high  cost  of  living  not  serious  problems  to  the  manor 
or  the  mediaeval  town?  What  was  the  nature  of  the 
economic  disasters  which  they  had  to  fear?” 
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5.  “The  Industrial  Revolution  may  be  explained  in  terms 
of  three  essential  changes:  a.  The  productive  process 
has  been  lengthened,  b.  The  market  has  been  enlarged, 
c.  Industrial  relations  have  become  pecuniary  instead 
of  personal.  What  problems  are  associated  with  each 
of  these  changes? ' 

6.  Show  the  contemporaneous  existence  in  American 
economic  society  of  various  stages  in  the  evolution  of 
industrialism.  Illustrate  how  a  knowledge  of  economic 
evolution  throws  light  upon  American  politics,  past 
and  present. 

7.  The  gildsman  is  said  to  have  been  at  once  employer 
and  workman,  capitalist  and  laborer.  Trace  the  process 
by  which  the  independent  gildsman  has  been  replaced 
by  modern  capitalists  and  wage-earners,  and  account 
for  the  control  of  the  capitalist  over  modern  economic 
society. 

8.  Sketch  histoiically  the  changing  status  of  the  worker 
with  respect  to  the  extent  of  control  and  ownership  he 
has  exercised  in  the  gild,  domestic,  and  factory  systems. 

9.  Is  the  modern  trade  union  the  direct  lineal  descendant 
of  the  mediaeval  craft  gild?  In  what  respects  are  modern 
unions  similar  to  the  craft  gilds?  In  what  essential 
respects  do  the  two  organizations  differ  from  each 
other? 

10.  Macaulay,  in  speaking  of  the  new  industrialism  says: 
“Nowhere  does  mind  exercise  such  dominion  over 
matter.”  Hammond  has  transposed  the  words  to  read: 
“Nowhere  does  matter  exercise  such  dominion  over 
mind.”  Which  statement  better  fits  the  facts? 

11.  Are  the  laboring  groups  of  today  situated  any  better 
than  they  were  before  the  industrial  revolution? 


10 


Outline  of  Economics 


CHAPTER  IV 

The  Struggle  for  Economic  Opportunity  and  Power 

I.  Man’s  Struggle  for  a  Living 

1 .  The  universality  of  struggle  due  to  the  scarcity  of  goods. 

2.  Distinction  between  the  economic  struggle  and  the 
struggle  for  existence. 

3.  Value  of  the  economic  struggle. 

4.  Forms  of  the  struggle  for  economic  opportunity. 

II.  The  Struggle  for  a  Job 

1.  The  large  number  of  job  holders. 

2.  The  fear  of  losing  one’s  job. 

3.  The  conversion  of  the  economic  opportunity  of  jobs 
into  economic  power  over  jobs  through 

a.  Collective  bargaining. 

b.  Closed  shop. 

c.  Restriction  of  output. 

d.  Property  rights  in  jobs. 

The  security  of  the  job  is  not  yet  comparable  to 
the  security  of  investments. 

III.  The  Struggle  for  the  Control  of  Natural  Resources 

1 .  Appropriation  of  land. 

2.  Appropriation  of  forests. 

3.  Appropriation  of  minerals. 

4.  Appropriation  of  water  power. 

5.  Property  rights  in  natural  resources,  a  source  of  eco¬ 
nomic  power. 

IV.  The  Struggle  to  Command  Capital 

1 .  Consequences  of  poverty  in  capital  goods. 

2.  Conditions  for  the  accumulation  of  capital. 

3.  Property  rights  in  capital  a  source  of  economic  power. 

4.  Combinations  of  capital  for  the  exercise  of  economic 
power. 
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Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  59-71. 
Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  374-376. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  139-153. 
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CHAPTER  V 

Factors  and  Functions  in  Production 

I.  The  Nature  of  Production  (E)  95-99,  109-112 

Production  consists  in  the  creation  of  economic  goods. 
A  good  is  anything  capable  of  satisfying  a  human  want. 
A  good  is  said  to  have  utility  because  it  satisfies  a  human 
want.  Utility,  really,  is  a  matter  of  relationship;  the 
relation  between  a  desiring  individual  and  a  good  external 
to  himself. 

As  to  scarcity,  goods  may  be  classified  as  free  and 
economic.  Free  goods  are  goods  which  at  a  given  time  and 
place,  and  without  cost  to  anyone,  exist  in  quantities 
sufficiently  large  to  satisfy  all  wants  for  them.  Economic 
goods  are  goods  which  at  a  given  time  and  place  cannot 
be  obtained  without  cost  in  quantities  sufficiently  large 
to  satisfy  all  wants  for  them. 

Whatever  and  whoever  increases  the  supply  of  economic 
goods  is  productive. 

Production  takes  two  chief  forms: 

1.  The  production  of  material  goods.  Collectively  eco¬ 
nomic  material  goods  make  up  the  social  wealth  of  a 
community.  Such  material  goods  may  be  produced 
through 

a.  Changing  the  form  of  things. 

b.  Changing  the  place  of  things. 

c.  Holding  things  until  such  time  as  they  will  be 
wanted. 

Such  changes  in  the  form,  place,  and  time  relation¬ 
ships  of  things  to  human  beings  render  them  more 
usable  and  consequently  enhance  their  utility.  “Things 
are  not  fully  ‘produced’  until  they  are  in  the  form  in 
which  they  are  wanted,  at  the  place  at  which  they  are 
wanted,  and  at  the  time  when  they  are  wanted.” 
(E)  109. 

2.  The  rendition  of  direct  personal  services. 

Personal  services  are  those  want-satisfying  human 
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activities  which  require  direct  cooperation  between 
the  persons  concerned  in  the  satisfaction  of  the  want. 

II.  The  Factors  in  Production  (E)  112-122;  (M)  266-267, 
280-286,  394-400,  853-856 

1.  Labor. 

Whatever  human  effort  helps  in  the  creation  of 
economic  goods,  whether  these  be  social  wealth  or 
direct  personal  services,  is  productive  labor.  Not  all 
human  effort  is  productive  labor,  because  not  all  of  it 
is  spent  in  the  creation  of  economic  goods.  Much 
human  effort  is  expended  for  the  direct  satisfaction  of 
wants. 

Labor,  as  a  factor  in  modern  production,  has  become 
highly  specialized;  there  is  technical  division  of  labor. 

a.  Advantages  in  the  division  of  labor. 

(1)  Development  of  greater  skill. 

(2)  Gain  of  time. 

(3)  Better  adaptation  of  work  to  the  worker. 

(4)  More  advantageous  use  of  capital  goods. 

(5)  Stimulation  of  inventions  and  the  substitution 
of  machinery  for  human  labor. 

(6)  Shortening  of  the  period  of  apprenticeship 
required  to  learn  the  technique  of  a  job. 

b.  Disadvantages  in  the  division  of  labor. 

(1)  Market  limitations. 

(2)  Human  limitations. 

2.  Nature. 

Nature,  as  a  factor  in  production,  includes  all  those 
gifts  of  nature  which  are  used  in  the  creation  of  eco¬ 
nomic  goods.  Most  important  among  these  natural 
resources  is  land. 

3.  Productive  capital. 

a.  Meaning.  Produced  capital,  as  a  factor  in  pro¬ 
duction  distinguished  from  natural  resources,  in¬ 
cludes  those  products  of  man’s  past  efforts  which 
are  used  in  the  further  production  of  economic 
goods.  (It  should  be  noted  that  the  term  capital 
is  used  to  convey  at  least  two  very  different  mean¬ 
ings:  capital  as  a  concrete  instrument  produced  by 
man  for  further  production,  which  is  the  meaning 
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here  of  productive  capital ;  and  capital  as  all  property 
held  for  procuring  income  rather  than  direct  enjoyment 
for  its  owner,  which  is  the  meaning  of  acquisitive 
capital  as  used  in  the  next  chapter.) 

b.  Round-about  character  of  capitalistic  production. 

c.  Replacement  of  capital. 

(1)  Circulating  capital. 

(2)  Fixed  capital. 

4.  Entrepreneur  or  enterpriser. 

The  entrepreneur  in  production  is  the  person  or 
group  of  persons  who  assumes  the  risk  of  the  success 
or  failure  of  the  enterprise  as  a  whole.  While  the 
entrepreneur  is  responsible  for  the  management  of  the 
enterprise,  he  may  delegate  the  duties  of  active  manage¬ 
ment  to  hired  managers;  such  is  usually  the  case  in 
corporations. 

III.  Functions  in  Production  (H)  892-894 

More  important  than  any  mere  differentiation  among 
labor,  natural  resources,  capital,  and  the  entrepreneur 
as  technological  factors  in  production,  is  the  differentiation 
of  the  socially  necessary  functions  involved  in  production. 
The  functional  analysis  of  production  puts  the  primary 
emphasis  upon  human  activities  in  production.  It  assumes 
the  existence  of  the  material  universe  and  of  man’s  ability 
to  use  it.  It  is  man  who  functions  in  production.  The 
essential  functions  in  modern  production,  regardless  of  the 
person  or  group  of  persons  discharging  them,  and  assuming 
available  natural  resources,  are: 

1.  Working. 

2.  Waiting  or  saving. 

3.  Risk  taking. 

4.  Management. 

To  stimulate  the  discharge  of  these  socially  necessary 
functions,  various  rewards  are  paid,  such  as  wages,  interest, 
and  profits. 


Required  Readings 
References  contained  in  above  chapter. 
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Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  153- 
202,354-361. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  92-97,  377-383. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  3-4, 
39-78, 247-248. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Eco¬ 
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Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  52-63,  122-125, 
135-143,  145-151,  153-158,  172-180,  224. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  278-332. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  3-47,  67-79; 
v.  2,  3-7,  9-11,  18-19,  164-179. 

PROBLEMS 

E  The  Nature  of  Production 

1.  Any  commodity  or  service  which  is  both  scarce  and 
capable  of  satisfying  an  individual’s  wants  is  said  to 
be  an  “economic  good.”  Are  all  economic  goods — 
socially  (ethically)  desirable?  equally  important  to  the 
individual  or  society?  objects  of  economy?  necessarily 
physical,  material  things? 

2.  State  the  essential  nature  of  each  of  the  various  forms 
which  production  may  take,  giving  illustrations  of  each 
form. 

3.  Show  in  what  the  productiveness  of  coal-mining  con¬ 
sists.  What  factors  of  production  cooperate  in  the  coal¬ 
mining  industry?  What  functions  does  man  discharge 
in  the  coal-mining  industry? 

4.  The  only  real  producers  are  the  miners,  lumbermen, 
and  farmers  for  they  are  the  only  ones  who  add  some¬ 
thing  to  the  total  wealth. — -Do  you  agree? 

IE  The  Factors  in  Production 

5.  In  order  that  any  human  activity  may  be  regarded  as 
labor  in  the  economic  sense  is  it  necessary  that  it  (a)  be 
irksome?  (b)  be  physical  rather  than  mental?  (c)  result 
in  a  material  product?  (d)  actually  command  a  price 
in  the  markets  of  the  world?  Show  clearly  what  it  is 
that  makes  human  activity  productive  labor. 
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6.  Which  of  the  following  are  productive  laborers  and 
why:  Madison  policemen  on  duty  at  a  University  of 
Wisconsin  football  game;  a  university  football  player; 
a  preacher;  a  volunteer  settlement  worker;  a  banker; 
a  thief;  the  editor  of  a  “yellow”  periodical;  a  manu¬ 
facturer  of  war  munitions? 

7.  Are  the  following  activities  agents  or  agencies,  pro¬ 

ductive  and,  if  so,  in  what  does  their  productiveness 
consist:  lumbering;  forest  culture;  mining;  dairy 

farming;  manufacturing  dynamite;  razing  bui'dings; 
speculating  in  stocks;  cold  storage  plants;  an  I.W.W. 
organizer;  the  telephone  service;  a  fleet  of  British 
battleships;  insurance  agents;  bond  salesmen;  prison 
wardens;  “criminal  lawyers”;  authors? 

8.  Is  it  possible  for  unaided  nature  to  be  economically 
productive?  Can  nature  and  man  produce  economic 
goods  without  the  aid  of  capital? 

9.  Assuming  fixed  natural  resources,  show  in  what  ways 
an  industry  can  become  more  productive. 

10.  It  is  sometimes  said  that  the  factors  in  production  can 
really  be  reduced  to  two:  nature  (the  passive  factor), 
and  man  (the  active  factor).  Do  you  agree?  Why,  or 
why  not? 

III.  F unctions  in  Production 

11.  What  essential  difference  of  viewpoint,  if  any,  is  there 
between  the  classification  of  factors  in  production  and 
the  classification  of  functions  in  production?  Which 
analysis  do  you  regard  as  the  more  useful?  Why? 

12.  To  what  extent  are  the  functions  performed  in  the 
productive  process  specialized?  Show  by  whom  these 
functions  are  discharged  in  an  individual  business  (sole 
proprietorship)  and  in  a  large  corporation. 

13.  Our  present  economic  system  is  so  organized  that  no 
individual  can  ever  legally  acquire  wealth  without 
performing  some  socially  necessary  human  function 
in  production. — To  what  extent  is  this  statement  true? 
What  exceptions  are  there? 
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14.  Tawney  contends  that  our  society,  with  its  economic 
individualism,  fails  to  make  sure  that  the  private 
acquisition  of  wealth  depends  upon  the  performance 
of  socially  necessary  functions.  “Modern  societies,” 
he  says,  “aim  at  protecting  economic  rights,  while 
leaving  economic  functions,  except  in  moments  of 
abnormal  emergency,  to  fulfil  themselves.”  Do  you 
agree? 
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CHAPTER  VI 

The  Business  Organization  of  Production 

I.  The  Nature  of  Business  (E)  201-202 ;  (M)  358 

Business  is  not  only  productive  but  is  also  acquisitive. 
There  are  three  important  and  widely  prevalent  forms  of 
business  organization:  the  sole  proprietorship,  the  partner¬ 
ship,  and  the  corporation. 

II.  The  Sole  Proprietorship  (M)  358-359 

1.  Advantages. 

a.  Financial  interest,  control,  and  responsibility  vested 
in  a  single  person. 

b.  Ease  of  organization. 

2.  Disadvantages. 

a.  Limitation  of  capital  to  the  resources  and  credit  of 
the  owner. 

b.  Unlimited  personal  liability. 

c.  Limitation  of  management  to  the  managerial  skill 
of  owner  or  to  that  which  he  can  afford  to  hire. 

III.  The  Partnership  (E)  202-203;  (M)  359-361 

1.  Nature  of  partnership. 

2.  Advantages  to  business-man. 

a.  Combination  of  ownership  and  management  in  the 
partners. 

b.  Ease  of  organization. 

c.  Elasticity_of  contractual  relations  among  the  part¬ 
ners. 

3.  Disadvantages  to  business-man. 

a.  Unlimited  personal  liability. 

b.  Instability. 

c.  Unadaptability  to  the  largest  enterprises. 

IV.  The  Corporation  (E)  203-214;  (M)  342-346,  361-367; 
(H) 185-192 

1.  Nature  of  corporation.  A  corporation  is  an  association 
of  individuals  known  as  stockholders,  sanctioned  by 
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government  and  empowered  by  charter,  through  a 
board  of  directors  and  under  a  corporate  name  to  act 
as  one  person  in  the  conduct  of  a  specified  business. 
The  corporation  is  an  artificial  person  created  by  law 
for  some  specific  purpose. 

2.  The  provisions  of  the  corporation  charter. 

3.  The  government  of  a  corporation. 

4.  Advantages  to  business-man. 

a.  Command  over  large  amounts  of  capital. 

b.  Limited  liability. 

c.  Stability. 

d.  Transferability  of  interests. 

e.  Command  over  managerial  ability. 

5.  Disadvantages  to  business-man. 

a.  Most  stock-holders  are  “absentee  capitalists.” 

b.  Possibility  of  the  exploitation  of  minority  stock¬ 
holders. 

6.  Corporation  capital  and  the  securities  issued  to  repre¬ 
sent  it. 

The  capital  of  a  corporation  as  well  as  of  any  other 
business  enterprise  is  all  wealth  held  for  procuring 
income  for  its  owners.  The  capital  of  a  business  unit  is 
acquisitive  capital;  in  order  to  yield  income,  however, 
it  must  usually  be  employed  productively.  In  the 
business  world  any  income-yielding  property  is  capital, 
whatever  its  origin  and  whatever  its  concrete  form. 
It  may  find  expression  in  such  tangible  material  goods 
as  land,  buildings,  tools,  machinery,  raw  materials, 
and  finished  goods;  or  in  such  intangible  goods  as 
franchise  privileges,  patent  rights,  and  good  will. 

The  capital  of  a  corporation  may  all  be  owned  by 
the  stockholders,  or  it  may  be  partly  borrowed.  Certifi¬ 
cates  of  ownership  are  called  stocks;  certificates  of  long 
term  indebtedness  are  called  bonds.  Stocks  and  bonds 
together  are  commonly  known  as  securities.  Corpora¬ 
tion  securities  may  be  broadly  classified  as  follows: 
a.  Stocks — entrepreneurial  interests. 

(1)  Preferred. 

(a)  Cumulative,  (b)  Non-cumulative. 

(2)  Common. 
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b.  Bonds — creditor  interests. 

7.  What  the  financial  statement  of  a  corporation  shows— 
assets  and  liabilities. 

8.  What  the  operating  statement  of  a  corporation  shows 
— income  and  expenditures,  revealing  profits  made  or 
losses  incurred. 

9.  Corporation  capital  and  capitalization. 

The  capital  of  a  corporation,  as  defined  above,  is  its 
income-yielding  property.  Like  all  other  wealth  it  has 
value  which  may  be  quantitatively  expressed  in  terms 
of  money.  What  the  actual  capital  value  of  a  corporation 
is,  depends  upon  the  conditions  of  the  business  and  of 
the  market. 

The  capitalization  of  a  corporation  is  represented 
by  the  total  par  value  of  its  outstanding  stocks  and 
bonds.  It  may  be  found  on  the  balance  sheet  of  the 
corporation.  In  the  business  world  capitalization  is 
understood  to  represent  both  the  capital  stock  furnished 
by  the  proprietors  and  the  relatively  permanent  funded 
debt  incurred  for  investment  in  the  business.  While 
the  capitalization  and  the  value  of  invested  capital  may 
coincide  for  a  brief  moment  in  the  beginning,  this 
equality  is  lost  as  soon  as  the  corporation  conducts 
its  first  business  transaction.  Profits  made  or  losses 
incurred  change  the  value  of  the  invested  capital,  but 
do  not  affect  (at  least  immediately)  the  outstanding 
capitalization.  This  divergence  between  the  capitaliza¬ 
tion  and  the  value  of  the  invested  capital  of  a  corpora¬ 
tion  gives  rise  to  the  question,  How  can  a  fair  capital 
value  and  a  reasonable  capitalization  be  determined? 

10.  Standards  for  determining  fair  capital  value  and  reason¬ 
able  capitalization . 

a.  The  historical  cost  standard. 

b.  The  cost  of  reproduction  standard.  By  this  is  meant 
cost  of  reproduction  new  minus  an  amount  equal 
to  the  probable  depreciation  for  the  number  of  years 
the  present  plant  has  stood. 

c.  The  earning  capacity  standard. 

11.  Nature  of  over-capitalization  and  of  under-capitaliza¬ 
tion. 
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12.  Stock-watering  versus  stock  dividends. 

a.  Objection  of  the  consumer  to  stock-watering. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  213— 

220. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp. 97-106. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  257- 
261,451-453,471-477. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  94-119. 
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PROBLEMS 

1.  Adams,  Brown  and  Cole  establish  the  “A.  B.  C.  Feather 
Goods  Company,”  a  partnership  with  capital  of  $600,000 
to  which  each  of  the  partners  contributes  $200,000.  Adams 
has  assets  in  excess  of  $400,000;  Brown  and  Cole  have 
$25,000  each  in  addition  to  the  money  invested  in  this 
partnership. 

a.  How  would  the  death  of  Adams  affect  the  perpetuity  of 
the  partnership? 

b.  Suppose  the  business  to  be  forced  into  bankruptcy  with 
liabilities  exceeding  assets  by  $150,000.  To  what  extent 
is  each  of  the  partners  liable  for  the  debts  of  the  company 
and  how  would  the  present  indebtedness  be  settled? 

c.  Would  the  liability  arising  out  of  the  bankruptcy  be 
different  if  the  firm  were  a  corporation  instead  of  a 
partnership?  By  whom  would  the  $150,000  loss  be 
borne? 

2.  A  writer  in  the  New  York  Times  recently  said :  “No  one  has 
ever  seen  a  corporation.  No  one  has  ever  touched  one.  They 
are  invisible  and  intangible.  They  exist  only  through  their 
charters.  We  see  their  property  and  speak  of  their  officers 
and  agents.  They  have  no  soul,  and  yet,  according  to  an 
eminent  jurist,  they  are  immortal.”  Discuss  and  criticize 
this  statement. 
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3.  Show  why  the  corporate  form  of  business  enterprise  has 
made  available  for  business  use  larger  accumulations  of 
capital  than  could  be  obtained  previously. 

4.  Distinguish  clearly  between  bonds,  preferred  stock,  and 
common  stock,  with  reference  to  (a)  rights  to  annual  earn¬ 
ings,  (b)  rights  to  assets,  (c)  rights  of  control  and  manage¬ 
ment. 

5.  Criticize  the  following  “half  truths”  appearing  in  financial 
publications: 

a.  “Real  estate  bonds  are  the  safest  investment  of  all, 
because  they  are  backed  by  the  most  enduring  thing  in 
the  world — land.” 

b.  “If  your  money’s  in  stock,  it’s  not  safe;  it  it’s  in  a  bank 
it’s  absolutely  safe.  Avoid  stock  market  risks,  and  bank 
your  funds.” 

c.  “The  radio  industry  is  the  infant  industry  of  this  genera¬ 
tion.  Fortunes  were  made  from  commitments  in  the 
infant  industries  of  previous  generations.  Ergo,  the 
enterprising  investor  of  today  will  buy  radio  stocks.” 

6.  A  corporation  has  issued  5%  bonds,  dated  the  first  of  the 
year,  to  the  amount  of  $800,000;  6%  cumulative  preferred 
stock  amounting  to  $400,000;  and  $300,000  in  common 
stock.  Its  earnings  in  1920  were  $139,000;  in  1921,  $46,000. 
In  each  year  all  earnings  were  distributed.  Show  the  amount 
paid  each  year  on  each  $100  share  of  stock  and  each  $100 
bond.  On  January  1,  1923,  this  corporation  went  into  bank¬ 
ruptcy,  having  been  unable  to  pay  interest  on  bonds  for 
1922.  After  paying  all  obligations  aside  from  those  due 
stockholders  and  bondholders,  there  remained  assets 
amounting  to  $940,000.  How  were  these  assets  distributed, 
assuming  the  preferred  stock  to  have  priority  as  to  assets 
over  the  common  stock?  How  would  the  assets  have  been 
distributed  if  the  preferred  stock  and  common  stock  had 
had  equal  claims  to  assets? 

7.  A  corporation  has  the  following  securities  outstanding: 
5%  bonds  amounting  to  $200,000;  7%  cumulative  preferred 
stock  amounting  to  $200,000;  common  stock  amounting  to 
$300,000.  Operating  expenses  for  a  given  year,  including 
depreciation,  amounted  to  $300,000.  Gross  revenues  for 
that  year  amounted  to  $384,000.  Assuming  that  $30,000 
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of  the  earnings  were  left  in  the  business  as  surplus,  what 
were  the  profits  for  the  year  and  how  were  they  distributed? 

8.  Select  at  least  one  industrial  and  one  railway  stock,  prefer¬ 
ably  of  corporations  with  which  you  are  somewhat  ac¬ 
quainted.  Note  for  a  period  of  two  weeks  in  the  financial 
columns  of  the  daily  press  or  of  financial  journals,  the  daily 
highest  prices  at  which  these  stocks  are  bought  and  sold. 
Prepare  a  table  showing  your  data,  and  graphs  showing  the 
fluctuations  of  your  selected  stocks. 

9.  The  following  operating  statement  is  a  hypothetical  profit 
and  loss  statement  of  a  retail  store.  The  financial  statement 
is  the  actual  balance  sheet  issued  by  the  American  Car  and 
Foundry  Company  for  the  fiscal  year  ending  April  30,  1924. 
Explain  the  meaning  of  each  of  the  items  in  both  statements. 

PROFIT  AND  LOSS  (OPERATING)  STATEMENT 
October  1925 


Income 

Expenses 

Sales 

$10,000 

Rent 

$  400 

Inventory  Oct.  1 

$  5,000 

Salaries 

500 

Purchases  during  mo.  7 , 000 

Insurance 

50 

Depreciation 

100 

12,000 

Office  Supplies 

50 

I  nventory  Oct.  3 1 

6,000 

Delivery  Expense 

100 

Cost  of  goods  sold 

6,000 

Total  operating  exp. 

$1,200 

Gross  profits  $4 , 000 

Operating  Expenses  1 , 200 

Net  Operating  Profit  $2,800 


ASSETS 


Property  and  Plant  Account 

.$  73,359,827.92 

April  30,  1923,  as  per  last  annual  state¬ 
ment  .  $72,758,546.80 

Add:  For  expenditures  for  additions  to 
plants  durin  g  year . 

601,281.12 

Current  Assets . 

.  50,957,140.70 

Materials  on  Hand,  inventoried  at  cost 
or  less,  and  not  in  excess  of  present 
market  prices . $16,533,747.01 

Accounts  and  Notes  Receivable 

11,918,597.53 

U.  S.  Certificates  of  Indebtedness, 
Liberty  Loan  Bonds  and  U.  S. 
Treasury  Notes  .... 

8,656,864.12 

Stocks  and  Bonds  of  other  Companies  at 
cost  or  less,  and  not  in  excess  of  present 
market  value . 

6,257,206.44 

Cash  in  Banks  and  on  Hand 

7,590,725.60 

$124,316,968.62 
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LIABILITIES 


Preferred  Capital  Stock . $  30,000,000.00 

Common  Capital  Stock .  30,000,000.00 

Current  Liabilities .  14,377,808.95 

Accounts  Payable,  not  due;  and  Pay 

Rolls  (paid  May  10,  1924)  .  .  .  $12,272,808.95 

Provision  for  Federal  Taxes  .  .  680,000.00 

Dividend  No.  101  on  Preferred  Capital 
Stock  (payable  July  1,  1924)  .  .  525,000.00 

Dividend  No.  87  on  Common  Capital 

Stock  (payable  July  1, 1924)  .  .  900,000.00 

Reserve  Accounts .  12,660,693.70 

For  Insurance . $  1,500,000.00 

For  General  Overhauling,  Improvements 

and  Maintenance .  212,641.86 

For  Dividends  on  Common  Capital  Stock, 
to  be  paid  when  and  as  declared  by 
Board  of  Directors  ....  10,800,000.00 

For  Improving  Working  Conditions  of 

Employees .  148,051.84 

Surplus  Account .  37,278,465.97 


$124,316,968.62 

10.  Does  the  balance  sheet  (or  financial  statement)  of  a  corpora¬ 
tion  give  adequate  and  reliable  information  as  to  whether 
the  concern  is  over-  or  under-capitalized?  Why,  or  why  not? 

11.  When  a  corporation  enters  the  field  of  business  enterprise 
its  capitalization  and  its  capital  value  usually  coincide,  (pro¬ 
vided  full  par  value  has  been  paid  for  stock  and  bonds),  but 
they  are  almost  never  identical  after  the  first  business 
transaction. — Do  you  agree? 

12.  Show  that  a  given  corporation  may  be  over-capitalized 
when  judged  by  one  standard  of  what  constitutes  fair  capital 
value  and  reasonable  capitalization,  and,  at  the  same  time, 
under-capitalized  when  judged  by  other  standards. 

13.  Criticize  the  various  bases  for  determining  fair  capital  value 
and  reasonaole  capitalization,  showing  the  weaknesses  and 
limitations  of  each. 

14.  When  the  United  States  Steel  Corporation,  a  consolidation 
of  a  dozen  competing  companies,  was  organized  in  1901,  its 
capitalization  was  about  as  follows: 
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U.  S.  Steel  Corporation  Bonds . $  303,450,000 

Underlying  Bonds,  etc .  80,963,680 

Preferred  Stock .  510,205,743 

Common  Stock .  508,227,394 


Total . $1,402,846,817 


In  the  same  year  the  United  States  Bureau  of  Corpora¬ 
tions  attempted  to  determine  a  fair  capital  value  of  this 
company.  The  results  of  its  examination  were  as  follows: 

a.  On  basis  of  capital  actually  put  into  the  constituent 

companies . $676,000,000 

b.  On  basis  of  market  quotations  on  the  securities  of  the 

constituent  companies  (which  prices  are  directly  deter¬ 
mined  by  earnings  of  the  respective  companies) . 

. $793,000,000 

c.  On  basis  of  a  detailed  valuation  of  the  actual  physical 

assets  of  the  constituent  companies . $682,000,00 

(1)  Was  the  U.  S.  Steel  Corporation  at  organization 
over-capitalized  on  basis  of  above  data  cited  in  (a)? 
(b)?  (c)P  If  so,  state  amount  of  over-capitalization 
in  each  case. 

(2)  What  elements  of  value  wrere  considered  in  (b) 
which  were  not  considered  in  estimating  (a)? 

(3)  Which  of  the  above  mentioned  securities  was  most 
“watered”? 

15.  a.  A  certain  gas  company,  organized  in  1910,  in  that  year 
built  a  plant  costing  $700,000.  In  order  to  finance  this 
project,  the  company  sold  5000  shares  of  common  stock 
at  an  average  price  of  $80  per  share  ($100  par  value) 
and  600  5%  bonds  at  par  ($500  par  value).  To  what 
extent  was  this  corporation  over-  or  under-capitalized 
in  1911,  if  valued  on  the  historical  cost  basis? 
b.  In  1918  this  corporation  earned  a  net  income  of  $56,000 
available  for  interest  and  dividends.  No  change  having 
taken  place  in  the  capitalization,  and  money  in  such 
investments  being  assumed  to  be  worth  7%,  what  is  the 
capital  value  of  this  concern  when  valued  on  the  earning 
capacity  basis? 

Is  it  over-  or  under-capitalized? 
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c.  The  records  of  this  company  show  that  between  the  years 
1912  and  1918  additions  and  betterments  had  been  made 
to  the  plant,  costing  the  company: 

1913— $5,000;  1914— $17,000;  1915— $15,000;  1916 — 
$20,000;  1917 — $43,000. 

These  additions  were  paid  for  out  of  the  surplus  funds 
accumulated  from  earnings.  What  is  the  capital  value  of 
this  corporation  in  1918  when  valued  on  the  historical 
cost  basis? 

Is  the  company  over-  or  under-capitalized? 

d.  In  1918,  due  to  increased  prices  of  building  materials, 
etc.,  the  cost  of  constructing  such  a  plant  (including 
additions  and  betterments)  is  estimated  at  $1,200,000. 
Assuming  the  plant  to  be  depreciated  15%,  what  is  the 
capital  value  on  the  cost  of  reproduction  basis? 

Is  the  corporation  over-  or  under-capitalized? 

e.  In  1918  this  Company  appealed  to  the  state  Public 
Utility  Commission  for  permission  to  increase  its  rates, 
claiming  that  it  was  not  making  a  fair  return  on  the  fair 
capital  value  of  the  concern.  The  Commission  fixes  the 
maximum  gas  rates  which  the  company  may  charge  the 
public.  These  maximum  rates  are  fixed  with  a  view  to 
covering  the  company’s  operating  costs  plus  a  7%  return 
on  a  fair  capital  value. 

(1)  Is  the  company  entitled  to  an  increase  in  rates  and 
earnings  if  the  basis  used  by  the  Commission  is: 

(a)  Historical  cost?  Why  or  why  not? 

(b)  Cost  of  reproduction?  Why  or  why  not? 

(2)  What  is  the  rate  of  earnings  per  share  of  common 
stock  if  the  Commission  allows  a  7%  return  on 

(a)  Historical  cost? 

(b)  Cost  of  reproduction? 

(3)  Why  could  the  Commission  not  use  earning  capacity 
to  determine,  for  rate-making  purposes,  the  fair 
capital  value  of  the  company? 

16.  A  certain  manufacturing  company  was  incorporated  in  1890 
for  $100,000  and  its  capitalization  remained  unchanged 
until  1920,  at  which  time  a  stock  dividend  of  500  per  cent 
was  declared,  to  be  paid  out  of  surplus. 
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a.  Was  this  a  case  of  stock  watering? 

b.  What  was  the  new  capitalization  of  the  company?  Which 
items  on  the  balance  sheet  would  show  this  change 
directly? 

c.  Is  a  policy  such  as  was  pursued  by  this  company  sound 
from  the  point  of  view  of 

(1)  the  stockholders? 

(2)  the  public? 

17.  The  U.  S.  Supreme  Court  has  held  that  stock  dividends  are 
not  income  for  purposes  of  federal  taxation  (Eisner  v. 
Macomber,  252  U.  S.  1 89) .  The  Supreme  Court  of  Wisconsin 
has  held  that  stock  dividends  are  income  for  purposes  of 
income  taxation  by  the  State  of  Wisconsin.  (State  v.  Cary, 
181  Wis.  564.)  What  reasons,  in  your  opinion,  could  each 
Court  give  in  support  of  its  opinion?  (Those  who  are 
specially  interested  might  look  up  the  actual  Court  opinions, 
by  consulting  the  above  citations  in  the  Law  Library.) 

18.  It  is  sometimes  argued  that  because  a  corporation  is  over¬ 
capitalized  the  consumers  of  its  products  have  to  pay  an 
unfair  price.  Is  this  always  true?  Is  it  ever  true? 

19.  What  are  the  advantages  of  issuing  stock  without  par  value? 
the  disadvantages?  How  can  an  investor  know  how  much 
stock  of  this  kind  is  worth?  Is  the  market  value  of  stock, 
whether  par  value  or  no-par  value  stock,  an  adequate  indica¬ 
tion  of  its  present  and  future  worth?  If  not,  how  would  you 
determine  its  real  value? 
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CHAPTER  VII 

Capitalistic  Combinations  and  Their  Purposes 

I.  The  Combination  Movement 

1.  Horizontal  combinations. 

2.  Vertical  combinations. 

II.  Economic  Conditions  Favorable  to  Combinations 

1.  Existence  of  natural  monopolies. 

2.  Large-scale  standardized  businesses  capable  of  central¬ 
ized  control. 

3.  Public  and  private  favoritism. 

a.  Tariff  favoritism. 

b.  Abuse  of  patent  privileges. 

c.  Railway  rebates. 

III.  Forms  of  Combination 

1.  Pools  (M)  736-737 

Pools  for  the  most  part  were  agreements  by  which 
(a)  the  output  of  the  business  units  in  the  pool  was 
regulated,  (b)  the  marketing  territory  was  divided, 
or  (c)  the  earnings  of  the  business  units  in  the  pool  were 
paid  into  a  common  treasury  to  be  divided  among  them 
in  accordance  with  some  stipulated  ratio. 

2.  Trusts  (E)  214-220;  (M)  732 

A  trust  (as  the  term  was  originally  used)  meant  a 
combination  of  corporations  in  which  the  stock  of  the 
constituent  corporations  was  assigned  to  a  board  of 
trustees  in  order  to  create  unified  business  control  over 
the  constituent  corporations.  A  trust  was  not  a  corpora¬ 
tion  ;  it  was  a  combination  of  corporations. 

While  trusts  of  the  type  here  described  have  dis¬ 
appeared  (having  been  declared  illegal)  the  term 
“trusts”  has  survived  and  popularly  is  applied  to  each 
of  the  two  following  types  of  combination — holding 
companies  and  mergers. 
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3.  Holding  companies  (M)  726-727 

A  holding  company  is  a  corporation  which  owns 
a  controlling  share  of  the  stock  of  the  corporations  in 
the  combination. 

4.  Mergers. 

A  merger  occurs  when  one  corporation  buys  up  all 
the  stock  of  other  corporations,  and  thereupon  dissolves 
the  constituent  corporations.  It  is  a  corporate  union  of 
several  previously  existing  corporations. 

5.  Informal  agreements. 

IV.  Purposes  of  Combinations 

1.  To  procure  the  utmost  advantages  of  large-scale 
management. 

2.  To  eliminate  competition. 

3.  To  regulate  output. 

4.  To  maintain  prices. 

.  c~iTS 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp. 
464-492. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  120-138;  v.  2,  pp.  46-57. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  468-477. 
Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  333-351. 
Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  48-66; 
v.  2,441-458. 

PROBLEMS 

1.  Explain  clearly  the  difference  between  horizontal  and  vertical 
combinations,  giving  an  illustration  of  each.  Of  what  im¬ 
portance  is  the  distinction? 

2.  Are  there  any  fields  of  productive  and  business  enterprise  in 
which  monopoly  is  more  efficient  than  competition?  Should 
combination  in  such  fields  be  encouraged? 

3.  The  Great  Atlantic  and  Pacific  Tea  Company  operates  over 
14,000  grocery  stores.  Professor  Dewing  quotes  an  official 
of  the  Company  as  saying  in  a  letter: 

“There  is  a  plan  that  we  have  in  mind  that  is  economically 
correct  and  that  seems  to  be  the  right  and  proper  way  of 
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conducting  our  business,  and  that  is  to  go  even  farther  in 
the  direction  of  the  producer  than  anyone  has  gone  so  far. 
As  an  illustration  of  what  we  mean  is  the  day  may  come 
when  we  will  own  our  own  farms  on  which  we  will  raise  our 
own  cattle,  the  milk  from  which  will  be  used  in  the  making 
of  our  own  cheese,  butter,  condensed  milk,  and  evaporated 
milk.  We  probably  also  will  plant  our  own  wheat  to  be  used 
in  the  production  of  flour,  have  our  own  sugar  plantations 
in  Cuba  with  the  refineries  on  the  spot  for  the  production 
of  our  sugar. 

“Our  own  rice  fields  in  South  Carolina  and  Louisiana,  our 
olive  trees  in  Spain  and  Italy,  our  apricot  and  peach  orchards 
in  California,  our  own  canning  plants  on  the  Pacific  Coast 
to  take  care  of  our  canned  fruit  business,  our  pineapple 
plantations  in  Hawaii,  our  chicken  farms  in  Ohio  and  Michi¬ 
gan,  may  all  become  part  of  the  general  scheme. 

“There  is  no  reason  why,  with  a  sufficient  output  we  should 
not  be  able  to  grow  our  own  teas  in  India  and  Ceylon,  catch 
our  own  fish  in  the  Columbia  River  for  the  canning  of  salmon, 
and  develop  our  business  along  the  lines  of  the  large  packers 
such  as  Swift,  Armour,  Wilson,  Cudahy,  and  Morris.” — 
Financial  Policy  of  Corporations ,  IV,  pp.  59-60.  What  are  the 
economic  possibilities  and  difficulties  in  the  realization  of 
such  a  plan? 

4.  a.  Show  how  legal  attempts  to  restrict  combination  in  the 

U.  S.  have  generally  been  defeated  by  the  use  of  new 
financial  devices  and  forms  of  combination.  Distinguish 
between  the  trust,  the  holding  company,  and  the  merger, 
b.  Where  no  formal  combination  exists,  do  business  com¬ 
petitors  ever  find  it  to  their  advantage  to  charge  uniform 
prices?  Why?  Can  and  should  the  government  regulate 
“trade  practices”  which  tend  to  restrict  competition? 

5.  The  social  dangers  inherent  in  corporations  are  accentuated 
by  the  movement  toward  industrial  combination. — Discuss, 
showing  how  this  movement  has  led  the  government  to 
exercise  an  increasing  control  over  industry. 

6.  Are  stockholders  necessarily  the  only  ones  to  gain  by  in¬ 
dustrial  combination?  Are  its  advantages  confined  to  the 
elimination  of  competition?  Is  your  answer  equally  true  of 
the  horizontal  and  vertical  types  of  combination. 


Labor  Organizations 


31 


CHAPTER  VIII 
Labor  Organizations 

I.  The  Historical  Basis  of  Unionism  (H)  619-620 

II.  Structural  Classification  of  Labor  Organizations 
(D)  570-577, 549-551,  555-562 

1 .  As  to  membership. 

a.  Trade  or  craft  union. 

(1)  Local. 

(2)  National  or  international. 

b.  Industrial  union. 

(1)  Local. 

(2)  National  or  international. 

c.  Labor  union. 

2.  As  to  federation. 

a.  The  city  federation. 

b.  The  state  federation  of  labor. 

c.  The  American  Federation  of  Labor. 

(1)  Origin. 

(2)  Membership. 

(3)  Government. 

(4)  Purpose  and  policies. 

(5)  Strength  and  weakness. 

d.  Industrial  Workers  of  the  World. 

(1)  Origin. 

(2)  Membership. 

(3)  Government. 

(4)  Purpose  and  policies. 

(5)  Strength  and  weakness. 

III.  The  Incorporation  of  Labor  Organizations 

IV.  Attitudes  Toward  Labor  Organizations 

1.  The  laborer’s  attitude  (H)  628-632. 

2.  The  employer’s  attitude  (H)  632-635. 

3.  The  public’s  point  of  view. 
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Required  Readings 

References  contained  in  above  chapters. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  506- 
514,690-692. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp. 287-288. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  429- 
435, 784-793. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  535-556. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  574-580, 
594-595. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  432-437. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  298-304. 

PROBLEMS 

I .  The  Historical  Basis  of  Unionism 

1.  “The  labor  history  of  the  country  is  the  story  of  how, 
in  the  course  of  three  centuries,  the  wage-earner,  as  a 
distinct  class*  has  been  gradually,  even  violently, 
separating  himself  from  the  farmer,  the  merchant,  and 
the  employer,  and  coming  to  feel  that  his  standing  and 
progress  in  society  depend  directly  on  wages  and  not 
directly  on  prices,  rents,  profits,  or  interest.”  Explain 
the  significance  of  this  statement. 

2.  Show  how  the  following  factors  have  influenced  the 
development  of  the  American  Labor  Movement; 
(a)  free  land;  (b)  extension  of  the  markets. 

II.  Structural  Classification  of  Labor  Organizations 

3.  “Why  have  national  unions  been  formed?  Were  not 
local  unions  competent  to  deal  with  local  employers?” 

4.  Compare  the  craft  and  industrial  types  of  union  organ¬ 
ization,  showing  the  nature,  the  advantages,  and  the 
limitations  of  each. 

5.  Are  the  unions  in  the  coal-mining,  steel,  packing,  and 
building  industries  craft  or  industrial  in  character? 
Why? 
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6.  Trade  or  craft  unions  are,  as  a  rule,  organizations  of 
skilled  workers  to  protect  their  special  “group”  interests 
rather  than  organizations  of  all  the  workers  to  promote 
their  common  “class”  interests. — Explain.  Why  is  craft 
unionism  the  dominant  type  of  organization  in  the 
United  States?  Will  it  continue  to  be? 

7.  Consider  the  achievements  and  the  failures  of  the  A.  F. 
of  L.  Have  its  policies  and  its  leadership  been  too 
conservative  to  serve  the  best  interests  of  labor? 

8.  Show  the  conflict  between  the  ideals  and  policies  of  the 
A.  F.  of  L.  and  the  L  W.  W.  Can  the  L  W.  W.  move¬ 
ment  reasonably  hope  for  successful  competition  with 
the  A.  F.  of  L.  in  securing  the  support  of  American 
labor?  Are  there  any  important  unions  not  affiliated 
with  either  group?  To  which  type  of  unionism  do  the 
radical  minded  incline? 

9.  The  Pennsylvania  R.  R.  Co.  has  organized  a  union  of 
all  its  employees  regardless  of  the  nature  of  their  work; 
the  Company  will  deal  with  representatives  of  these 
employees,  but  not  with  representatives  of  the  Brother¬ 
hood  of  Locomotive  Engineers,  the  Brotherhood  of 
Railway  Conductors,  etc.  In  effect  the  company  has 
organized  a  “company  union”  and  refuses  to  deal  with 
any  other  uhions.  Is  this  a  desirable  innovation?  Do 
the  trade  unions  object  to  it?  Why? 

III.  Incorporation  of  Labor  Organizations 

10.  “Labor  unions  are  all  right,”  says  the  employer,  “but 
if  they  are  going  to  insist  upon  collective  bargaining 
with  long-time  wage  agreements,  they  must  incorporate 
legally,  so  that  they  may  be  held  responsible  financially 
for  any  damage  they  do  by  not  living  up  to  their 
bargain.”  Criticize  this  position. 

IV.  Attitudes  Toward  Labor  Organizations 

11.  “Trade  unions  often  engage  in  strikes,  which  give  rise 
to  violence  and  bloodshed;  they  cut  off  the  supply  of 
important  commodities,  and  make  whole  communities 
suffer  in  order  to  get  a  raise  in  wages;  they  are  some¬ 
times  the  source  of  radical  propaganda.”  Should  they 
be  abolished  and  prohibited  by  law? 
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CHAPTER  IX 
Labor  Union  Policies 

I.  The  Policy  of  Collective  Bargaining  (D)  594-595; 
(H)  638-644 

1 .  The  weakness  of  individual  bargaining. 

2.  The  strength  of  collective  bargaining. 

II.  The  Policy  of  the  Closed  Sfiop  (D)  603-612;  (H)  644- 
650 

1.  Nature  of  an  open  shop. 

2.  Kinds  of  closed  shops. 

a.  The  anti-union  shop. 

b.  The  closed  shop  with  open  union. 

c.  The  closed  shop  with  closed  union. 

3.  Grounds  of  justification  of  the  closed-shop  policy. 

4.  Objections  to  the  closed-shop  policy. 

III.  The  Policy  of  Restricting  Output  (D)  662-666 

1.  The  nature  of  output  restriction  as  practiced  by 

a.  Employers. 

b.  Labor  organizations. 

2.  The  labor  unionist’s  justification  of  the  restriction  of 
output. 

a.  The  “lump-of-work”  argument. 

(1)  Statement  of  the  argument. 

(2)  Criticism  of  the  argument. 

b.  The  “health-of-the-worker”  argument. 

3.  The  attitude  of  the  employer  toward  labor’s  restriction 
of  output. 

4.  The  attitude  of  the  public  toward  labor’s  restriction  of 
output. 

IV.  The  Policy  of  Regulating  Hours 

1.  The  nature  of  fatigue  (M)  554-555. 

2.  Sources  of  fatigue  in  industry  (M)  440-442. 
a.  Overtime. 

b  Speed  of  work. 
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c.  Domination  of  mechanical  rhythm  over  natural 
rhythm. 

d.  Noise  of  machinery. 

3.  Results  of  fatigue. 

4.  The  benefits  of  a  shorter  working  day  (D)  348-349, 
351-353. 

5.  The  economic  possibility  of  a  shorter  working  day 
(D)  357-362. 

a.  Effect  in  industries  where  alertness  and  skill  are 
required. 

b.  Effect  in  industrieswhere  the  pace  is  set  by  machines. 

6.  Relation  of  the  shorter  working  day  to  wages  (D)  353- 
357. 

V.  The  Policy  of  Controlling  the  Introduction  of 
Machinery 

1.  Historical  attitude  of  labor  to  the  introduction  of 
machinery. 

2.  The  “short  time”  effects  of  the  introduction  of  ma¬ 
chinery. 

3.  The  “long  time”  effects  of  the  introduction  of  ma¬ 
chinery. 

4.  The  difficulties  of  the  period  of  readjustment  following 
the  introduction  of  new  labor  saving. machinery. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp. 
425-429. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  556-564. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  580-582,  594- 
601. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  304-313, 
326-330. 

PROBLEMS 

I.  The  Policy  of  Collective  Bargaining 

L  It  is  desirable,  from  a  social  point  of  view,  that  each 
laborer  bargain  individually  with  his  employer,  since 
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collective  bargaining  interferes  with  the  operation 
of  the  forces  of  demand  and  supply,  and  makes  “free 
competition”  impossible. 

“It  is  plain  from  the  slightest  consideration  of 
practical  affairs  or  the  most  superficial  reading  of 
industrial  history,  that  free  competition  means  com¬ 
bination,  and  that  the  organization  of  the  world  now 
going  on  so  fast,  means  an  ever  increasing  might  and 

scope  of  combination .  Combination  on  the  one 

side  is  patent  and  powerful.  Combination  on  the  other 
is  the  necessary  and  desirable  counterpart,  if  the 
battle  is  to  be  carried  on  in  a  fair  and  equal  way.” 
— Justice  Holmes. 

Which  point  of  view  do  you  consider  best  for  society 
to  take? 

II.  The  Policy  of  the  Closed  Shop 

2.  Laborers  organize  to  safeguard  their  standard  of 
living  and  to  insure  steady  employment.  They  can 
not,  as  a  group,  bargain  effectively,  nor  secure,  main¬ 
tain,  and  progressively  improve  their  “status”  in 
industry  without  the  closed  shop. — Discuss  and  criti¬ 
cize. 

3.  The  closed  shop  is  an  unjustifiable  interference  with 
the  individual  rights  of  the  non-union  man. — Do  you 
agree?  Has  the  union  man  any  “rights”  with  which 
the  non-union  man  interferes?  Which  rights  are  more 
important? 

4.  Those  who  were  active  in  the  “open  shop”  drive  in 
this  country  were  unanimous  in  opposing  the  “closed 
shop”;  but  the  so-called  “open  shop”  which  many  of 
them  advocated  was  really  a  “closed  shop.” — Explain. 

5.  Mr.  Gompers  quotes  former  Attorney  General 
Daugherty  as  saying:  “I  will  use  the  power  of  the 
government  to  prevent  the  labor  unions  of  the 
country  from  destroying  the  open  shop.” — Could 
Mr.  Daugherty  do  this?  What  would  the  effects  of 
such  a  policy,  if  successful,  be?  Would  it  insure 
genuine  open  shop  conditions  in  American  industry? 
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6.  The  periodical  known  as  the  Open  Shop  recently 
stated : 

“The  National  Association  of  Manufacturers  has 
for  twenty  years  consistently  and  repeatedly  upheld 
the  right  of  labor  to  organize,  and  has  likewise  en¬ 
dorsed  the  principle  of  collective  bargaining.  But  we 
likewise  uphold  the  rights  of  men  not  to  organize  and 
to  bargain  individually,  if  they  so  desire — in  short, 
we  uphold  that  complete  liberty  of  action  which  the 
Constitution  of  our  land  provides.” 

On  the  other  hand,  John  Mitchell,  a  former  presi¬ 
dent  of  the  United  Mine  Workers,  has  said: 

“With  the  rapid  extension  of  trade  unionism,  the 
tendency  is  toward  growth  of  compulsory  membership 
in  them,  and  the  time  will  doubtless  come  when  this 
inclusion  will  become  as  general  and  will  become  as 
little  of  a  grievance  as  the  compulsory  attendance  at 
school.” 

Compare  the  merits  of  these  conflicting  points  of 
view. 

7.  Judge  Gary,  defending  the  “open  shop,”  says:  “It  is 

of  equal  benefit  to  employer  and  employee .  The 

closed  shop  means  that  no  man  can  obtain  employ¬ 
ment  in  that  shop  except  through  and  on  the  terms  of 
the  labor  unions.  He  is  compelled  to  join  the  union 

and  submit  to  the  dictation  of  its  leaders .  His 

personal  independence  is  gone.  Personal  ambition  to 
succeed  and  prosper  is  gone.  The  closed  shop  signifies 
decreased  production,  increased  cost  of  living,  and 
initiative,  development,  and  enterprise  dwarfed.” 
Criticize  this  position  from  the  points  of  view  of  labor, 
capital,  and  the  public. 

III.  The  Policy  of  Restricting  Output 

8.  a.  State  and  criticize  the  “lump  of  work”  argument 

used  by  labor  to  justify  its  restriction  of  output, 
b.  The  building  industry  is  largely  seasonal  in  char¬ 
acter.  Can  output  restriction  be  justified  in  such 
an  industry  from  the  point  of  view  of  the  working¬ 
men?  from  the  point  of  view  of  the  public? 
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9.  “Restriction  of  output  has  been  introduced  by  union¬ 
ism  and  with  the  crushing  of  the  unions  it  would 
disappear.”  Do  you  agree?  How  could  restriction  of 
output  be  eliminated? 

10.  Where  and  in  what  forms  do  we  find  restriction  of  out¬ 
put  practiced  by  employers? 

IV.  The  Policy  of  Regulating  Hours 

11.  Why  is  fatigue  a  more  important  problem  today  than 
it  was  a  century  ago?  Discuss  the  desirability  of  the 
eight  hour  working  day  from  the  (a)  view  point  of  the 
laborer,  and  the  (b)  viewpoint  of  society. 

12.  What  is  the  effect  of  shorter  hours  on  production? 
Is  a  shorter  working  day  economically  possible? 
Would  it  be  socially  desirable,  even  if  production  were 
decreased  in  consequence? 

13.  “The  progressive  shortening  of  the  working  day  is 
becoming  a  social  menace;  time  formerly  spent  to 
advantage  in  increasing  social  production  is  now 
squandered  in  pool-halls,  on  cheap  amusements,  and 
in  dissipation.”  Is  this  statement  true? 

V.  The  Policy  of  Controlling  the  Introduction  of 

Machinery 

14.  The  linotype  machine  displaces,  to  a  large  extent,  the 
old  hand  compositor  in  the  printing  industry.  The 
Typographical  Union  at  first  opposed  the  machine, 
but  now  accedes  to  new  machine  methods  of  pro¬ 
duction.  Account  for  the  union’s  original  position. 
Why  should  machines  now  be  accepted?  Are  all 
workers  likely  to  take  this  attitude  toward  new 
machines? 
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CHAPTER  X 
Industrial  Conflict 

I.  Labor’s  Means  of  Waging  Industrial  Conflict 

1.  The  strike  (D)  612-613,  629-636;  (H)  650-651. 

a.  Meaning.  A  strike  is  a  preconcerted  cessation  of 
work  on  the  part  of  a  group  of  employees  for  the 
purpose  of  enforcing  certain  demands  concerning 
the  conditions  of  their  continued  employment. 

b.  Classification  of  strikes. 

(1)  Direct. 

(2)  Sympathetic. 

(3)  General. 

c.  Objects  of  strikes. 

d.  Causes  of  violence  in  strikes. 

e.  Conditions  controlling  effectiveness  of  strikes. 

2  Picketing  (D)  635-636. 

a.  Relation  to  strikes. 

b.  Kinds. 

(1)  Peaceful  or  persuasive. 

(2)  Intimidating  or  coercive. 

3.  The  boycott  (D)  643-648. 

a.  Meaning. 

b.  Forms  of  the  boycott. 

(1)  Simple  or  primary. 

(2)  Compound  or  secondary. 

c.  Means  of  conducting  boycotts. 

d.  Conditions  for  success. 

4.  Sabotage  (H)  677-680. 

II.  Employers’  Means  of  Waging  Industrial  Conflict 

1.  The  lockout. 

2.  Strike-breaking  by  scabs  (H)  657-659. 

3.  The  black  list. 

4.  The  injunction  (D)  653-657. 

III.  Reasons  for  the  Growing  Interest  of  the  Public  in 
Industrial  Conflict 
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IV.  The  Restraint  of  Industrial  Conflict  by  the  Courts 

1.  The  restraining  influence  of  certain  legal  doctrines 
(D)  624-629. 

a.  The  common  law  doctrine  of  conspiracy. 

b.  The  statute  law  doctrine  of  restraint  of  trade. 

2.  Court  decisions  affecting 

a.  The  strike. 

b.  Picketing. 

c.  The  boycott. 

d.  Sabotage. 

e.  The  lockout. 

f.  The  black  list. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  564-571. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  582-585, 
592-594. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  437-443. 
Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  281-297, 
313-317. 

PROBLEMS 

I.  Labor’s  Means  of  Waging  Industrial  Conflict 

1.  Why  are  strikes  so  much  more  frequent  than  lockouts? 

2.  The  Federal  Commission  on  Industrial  Relations  said: 
“Violence  is  seldom,  if  ever,  spontaneous,  but  arises 
from  a  conviction  that  fundamental  rights  are  denied, 
and  that  peaceful  methods  of  adjustment  cannot  be 
used.” — Is  this  true?  What  is  to  be  gained  by  resorting 
to  violence? 

3.  “The  right  to  deal,  or  to  refrain  from  dealing,  with 
whomsoever  he  pleases,  and  for  any  reason  which  may 
appeal  to  him,  is,  they  say,  one  of  the  most  elementary 
rights  of  a  free  citizen.”  Is  the  state  justified,  then,  in 
forbidding  boycotts  and  black  lists? 

4.  “Sabotage  is  the  most  formidable  weapon  of  economic 
warfare,  which  will  eventually  open  to  the  workers  the 


Industrial  Conflict 


41 


great  iron  gate  of  capitalist  exploitation  and  lead  them 
out  of  the  house  of  bondage  into  the  free  land  of  the 
future.”  Is  sabotage  an  effective  weapon  for  the 
worker? 

5.  Court  decisions  in  the  U.  S.  almost  invariably  put  the 
ban  upon  labor  boycotts,  and  most  states  have  laws 
prohibiting  the  black  list.  Has  this  destroyed  the 
efficacy  of  either  method  of  waging  industrial  conflict? 

6.  “Labor  combinations,  with  the  power  to  appeal  in  the 
last  resort  to  a  strike  or  a  joint  refusal  to  work,  are 
under  the  present  system  of  competition,  necessary  and 
expedient.”  Is  this  true?  Discuss. 

IV.  The  Restraint  of  Industrial  Conflict  by  the  Courts 

7.  Explain  the  meaning  of  the  legal  doctrines  of  conspiracy 
and  restraint  of  trade,  and  show  how  they  have  affected 
industrial  conflict  in  the  United  States. 

8.  Explain  the  nature  of  the  injunction.  Should  it  be  used 
in  labor  disputes?  Why,  or  why  not? 

9.  Both  the  Danbury  Hatters’  case  and  the  Coronado 
Coal  Company  case  involved  suits  for  damages.  What 
parties  were  sued  in  each  case?  Were  damages  awarded 
in  both  cases?  What  is  the  significance  of  the  Coronado 
decision? 

10.  In  the  light  of  the  common  and  statute  law  as  inter¬ 
preted  by  the  courts,  what  effective  weapons  of  in¬ 
dustrial  warfare  are  available  to  organized  labor?  to 
the  employer? 

1 1 .  President  Coolidge,  when  Governor  of  Massachusetts, 
said:  “There  is  no  right  to  strike  against  public  safety 
by  anybody,  anywhere,  anytime.”  Is  this  a  tenable 
position?  What  are  its  implications,  and  how  would  it 
deal  with  the  causes  of  industrial  conflict? 

12.  Show  how  society,  through  the  legislatures  and  the 
courts,  lays  down  the  rules  by  which  industrial  conflict 
can  be  carried  on,  and  thus  largely  determines  the 
relative  bargaining  strength  of  the  parties  and  their 
“status”  in  industry. 
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CHAPTER  XI 

Industrial  Peace  and  Industrial  Government 

I.  Private  Agencies  for  Setting  Industrial  Disputes 

(E)  454-460 

1.  Conciliation,  which  implies  the  coming  together  of  the 
parties  for  peaceful  discussion  without  the  aid  of  an 
outsider. 

2.  Mediation,  which  implies  the  presence  of  a  third  party, 
whose  function  it  is  to  help  the  parties  reach  an  under¬ 
standing.  The  mediator  is  a  confidential  go-between. 

3.  Voluntary  arbitration,  which  often  grows  out  of  un¬ 
successful  conciliation  or  mediation.  Voluntary  arbitra¬ 
tion  implies  that  both  parties  have  agreed  to  turn  the 
case  over  to  a  third  party  by  whose  decision  they  agree 
to  abide.  In  voluntary  arbitration,  however,  the  only 
compelling  force  is  the  moral  obligation  incumbent 
upon  the  parties  to  abide  by  the  decision.  The  parties 
are  also  morally  bound  to  refrain  from  striking  during 
the  investigation  and  to  cooperate  in  the  obtaining  of 
facts  and  evidence. 

II.  Public  Agencies  for  Settling  Industrial  Disputes 

(D)  897,  901,  901-906,  890-897 

1.  Compulsory  testimony,  which  implies  the  use  of 
authority  in  obtaining  the  facts  of  the  case,  but  the 
strike  privileges  are  unabridged  during  the  investiga¬ 
tion.  The  only  power  for  enforcing  the  decision  is  public 
opinion. 

a.  United  States  Railroad  Labor  Board  created  by 
the  Transportation  Act  of  1920. 

2.  Compulsory  investigation,  which  means  that  an  in¬ 
vestigation  must  be  made  by  a  board  created  by  the 
state  before  the  parties  can  legally  break  their  usual 
industrial  relations.  The  parties  are  forced  to  give 
testimony  and  to  refrain  from  strike  or  lockout  during 


Industrial  Peace  and  Industrial  Government  43 

investigation.  The  acceptance  of  the  award  is  voluntary 
subject  only  to  public  opinion  for  enforcement, 
a.  Canadian  Industrial  Disputes  Compulsory  Investi¬ 
gation  Boards  established  by  authority  of  Act  of  1907. 

3.  Compulsory  arbitration,  which  implies  that  the  parties 
are  required  by  law  to  submit  their  case  to  a  third  party 
for  decision  and  to  abide  by  the  decision  rendered. 

a.  New  Zealand  and  Australia  Courts  of  Arbitration. 

b.  Kansas  Industrial  Court. 

III.  Plans  for  Improving  Industrial  Government  and 
Preventing  Industrial  Conflict 

1.  Welfare  work.  ^ 

2.  Scientific  management  (D)  780-783. 

3.  Profit  sharing  (D)  785-790. 

4.  Labor  management. 

5.  Trade  agreements  (E)  464;  (D)  906-912. 

6.  Shop  committees  (D)  760-765. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  435- 
441, 780-793. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  571-591,  595-622. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  585-591; 
622-640. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  443-448. 
Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  335-351. 

PROBLEMS 

I— II.  Private  and  Public  Agencies  for  Settling  In¬ 
dustrial  Disputes 

1.  “It  is  intolerable  that  the  means  of  everyday  com¬ 
munication  should  be  suddenly  brought  to  a  stand¬ 
still,  or  the  supply  of  artificial  light  suddenly  cut  off, 
because  the  employers  and  employees  cannot  come 
to  terms.”  How  should  we  deal  with  such  a  situation? 
Should  the  law  intervene?  In  what  way? 
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2.  “Compulsory  arbitration  involves  a  denial  of  the 
right  to  strike — a  right  which  is,  in  the  eyes  of  the 
workmen  and  in  the  eyes  of  the  law,  a  most  sacred 
and  elemental  one.” 

A  prominent  labor  leader  has  said:  “No  one  can 
compel  us  to  work  when  we  do  not  please,  and  under 
conditions  which  do  not  suit  us.” 

Discuss  these  positions. 

3.  “The  Kansas  Industrial  Court  could  not  hope  to 
succeed  because  of  the  fact  that  it  is  impossible  for 
a  court  to  determine  what  is  a  right  and  proper 
wage.”  Discuss. 

4.  “If  you  were  a  member  of  one  of  the  ‘Big  Four’ 
Brotherhoods  would  you  favor  the  settlement  of  labor 
disputes  through  the  Railroad  Labor  Board  or 
through  direct  negotiation?  Would  your  answer  be 
the  same  if  you  were  a  member  of  a  barely  existing 
maintenance-of-way  group”? 

5.  Mediation,  voluntary  arbitration,  and  compulsory 
arbitration  are  various  methods  used  in  dealing 
peacefully  with  industrial  disputes. 

a*  Show  in  a  concrete  case  how  each  has  been 
successful. 

b.  Have  any  of  these  methods  failed?  Illustrate. 

•  fc.  Which  method  will  insure  the  maximum  satis¬ 
faction  to  both  sides  as  well  as  to  the  public? 

6.  It  is  said  that  the  union  and  the  employers  in  the 
men’s  ready-made  clothing  industry  of  the  United 
States  are  building  a  code  of  industrial  law,  supple¬ 
mented  by  trade  practices  comparable  to  our  common 
law.  Discuss. 

If  such  agreements  as  exist  in  the  clothing  industry 
were  common  to  all  industry,  would  the  necessity 
for  state  action  exist? 


III.  Plans  for  Improving  Industrial  Government 

7.  Are  employers  necessarily  altruistic  when  they  es¬ 
tablish  rest-rooms,  recreation  facilities,  medical  de¬ 
partments,  free  educational  opportunities,  etc.,  for 
their  workers? 
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8.  Scientific  management  is  said  to  be  introduced  for 
the  purpose  of  so  adjusting  the  work  that  the  worker 
can  perform  the  greatest  amount  of  work  with  the 
least  effort.  How  does  the  employer  feel  about  a 
scheme  of  this  sort?  What  is  the  worker’s  attitude? 
Why?  Is  it  justified? 

9.  What  are  the  motives  for  establishing  profit-sharing 
schemes?  Have  such  schemes  usually  been  success¬ 
ful?  Why  are  they  not  used  more  generally? 

10.  “What  is  the  difference  between  a  shop  committee 
and  a  union?  Why  have  employers  taken  the 
initiative  in  introducing  shop  committees  in  this 
country?” 

11.  Industrial  conflict  can  be  avoided  only  as  the  em¬ 
ployers  and  the  unions,  through  collective  bargaining, 
conclude  long-time  trade  agreements,  regulating  all 
the  fundamental  conditions  of  employment,  and 
providing  for  the  settlement  of  minor  disputes  as 
they  arise.-  The  trade  agreement,  then,  becomes  an 
industrial  constitution,  subject  to  amendment  when 
it  expires,  and  makes  possible  the  development  of  a 
body  of  industrial  law  codifying  the  customs  and 
practices  of  the  industry.  Only  through  the  develop¬ 
ment  of  the  trade  agreement,  therefore,  can  the 
workers  hope  to  secure,  maintain,  and  progressively 
improve  their  status  in  industry. — Discuss. 
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Part  II — The  Modern  Exchange  System 
CHAPTER  XII 
Money  Exchange 

I.  Our  Money  Economy  (F)  18-21 ;  (M)  311-313 

II.  History  of  Money  (F)  1 1-18 

1.  Early  forms  of  money. 

2.  Reasons  for  superiority  of  precious  metals  as  money. 

a.  Relative  stability  of  value. 

b.  High  value  for  small  bulk — portability. 

c.  Durability. 

d.  Malleability. 

e.  Divisibility. 

f.  Cognizability. 

III.  Kinds  of  Money  in  the  United  States 
1.  Standard  money  (F)  21-23. 

a.  Forms — gold  coins. 

b.  Value.  The  value  of  gold,  like  that  of  any  other 
commodity,  is  determined  by  the  interaction  of  the 
forces  of  demand  and  supply  in  the  market.  The 
demand  for  gold  is  of  two  kinds:  the  demand  for 
gold  articles,  such  as  jewelry,  and  the  demand  for 
gold  as  money.  The  former  is  commonly  called  the 
commodity  use,  and  the  second,  the  monetary  use 
of  gold.  The  monetary  uses  of  gold  include  the 
following: 

(1)  Standard  of  value.  As  a  standard  of  value  gold 
is  the  commodity  by  which  the  value  of  other 
goods  is  measured  and  in  which  all  values  are 
expressed. 

(2)  Medium  of  exchange. 

(3)  Standard  of  deferred  payments. 

(4)  Storehouse  of  value. 

(5)  Reserve  supporting  deposits  and  bank  note 
circulation. 
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2.  Fiduciary  money  (F)  36-48. 

a.  Forms. 

(1)  Coins — silver,  nickel,  copper. 

(2)  Paper — gold  and  silver  certificates,  United 
States  notes  or  “greenbacks,”  Treasury  notes 
of  1890,  national  bank  notes,  federal  reserve 
bank  notes,  and  federal  reserve  notes. 

b.  Value.  The  value  of  fiduciary  money,  unlike  the 
value  of  standard  money,  is  not  determined  by  the 
value  of  the  substance  from  which  it  is  made.  Its 
value  is  stamped  upon  its  face  and  is  necessarily 
higher  than  the  commodity  value.  Fiduciary  money 
circulates  at  face  value  because,  directly  or  in¬ 
directly,  it  is  redeemable  in  standard  money,  gold 

c.  Security  supporting  each  form  of  paper  money. 

d.  Legal  tender  qualities.  Legal  tender  money  is  money 
which  the  law  compels  the  creditor  to  receive  at  par 
in  the  settlement  of  debts.  Silver  dollars,  gold 
certificates,  United  States  notes,  and  Treasury  notes 
of  1890  are  the  only  forms  of  fiduciary  money  which 
are  full  legal  tender  for  all  debts  between  private 
parties.  Standard  money  has  full  legal  tender  value. 

IV.  The  Coinage  of  Money  (F)  25-28 

1.  Nature  and  purpose  of  coinage. 

Coinage  is  the  manufacture  of  metallic  money  units 

of  certified  weight  and  fineness. 

2.  Amount  of  coinage. 

a.  Free  (unlimited). 

b.  Limited. 

3.  Charges  for  coinage. 

a.  Gratuitous. 

b.  Brassage. 

c.  Seigniorage. 

V.  The  Problem  of  Bimetallism  (E)  243-251;  (F)  66-69 

1.  Nature  of  bimetallism. 

2.  Alleged  advantages  of  bimetallism. 

The  compensatory  action  of  the  double  standard. 
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3.  Criticism  of  bimetallism. 

a.  Assumptions  of  bimetallism. 

b.  Operation  of  Gresham’s  law. 

4.  The  bimetallic  experience  of  the  United  States. 

VI.  The  Problem  of  Paper  Money 

1.  Nature  of  paper  money  (F)  48-49. 

2.  Dangers  in  the  use  of  inconvertible  paper  money,  and 
of  paper  money  based  upon  only  a  partial  reserve,  as 
illustrated  by 

a.  The  colonial  experience  with  the  continental  cur¬ 
rency. 

b.  The  southern  experience  with  confederate  money. 

c.  The  experience  of  the  United  States  with  “green¬ 
backs.” 

d.  The  experience  of  European  countries  during  the 
world  war  period. 

3.  Fiat  money  proposals  (F)  49-53. 

Fiat  money  is  money  which  circulates  only  because 
of  government  decree.  It  is  made  legal  tender  by  statute 
and  is  irredeemable.  Fiduciary  money  becomes  fiat 
money  in  effect  when  people  believe  that  it  is  no  longer 
redeemable. 


Required  Readings 

References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  191- 
192,  364-393. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  153-168. 

Edie,  L.  D .,  Economics:  Principles  and  Problems  (1926),  pp.  144- 
145,493-514. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  371-411. 

Seager,  Henry  R.,  Principles  of  Economics  (1923),  pp.  322-342, 
386-391. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  449-495. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  110-111, 
223-231,249-284,304-341. 
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PROBLEMS 

I.  Our  Money  Economy 

E  Would  it  be  possible  to  have  the  modern  division  of 
labor  without  a  money  economy?  Could  modern 
capitalism  survive  without  an  accounting  system 
based  upon  a  pecuniary  unit? 

HE  Kinds  of  Money  in  the  United  States 

2.  Paper  money  does  not  become  a  satisfactory  element 
in  the  currency  until  it  is  made  legal  tender.”  Do  you 
agree?  Why?  Why  does  the  government  make  certain 
money  legal  tender? 

3.  Federal  Reserve  notes  are  not  legal  tender  in  payment 
of  debts,  while  U.  S.  notes  are  legal  tender.  Why,  then, 
are  the  former  freely  accepted  in  payment  of  obliga¬ 
tions? 

4.  If  it  is  to  serve  as  the  standard  money  of  a  country, 
is  it  necessary  that  a  commodity  should  ihave  value 
for  non-monetary  purposes? 

5.  To  what  extent  may  fiduciary  money  take  the  place 
of  the  standard  for  circulation  purposes?  Must  the 
amount  issued  bear  a  fixed  relation  to  the  standard? 
Is  it  necessary  that  the  standard  money  be  in  circula¬ 
tion  at  all? 

6.  Does  the  same  commodity  necessarily  serve  as  the 
standard  of  value,  a  medium  of  exchange,  a  standard 
of  deferred  payments  and  a  store  of  value?  Are  these 
functions  separable?  Have  they  ever  been  separated? 

7.  In  case  of  war  or  internal  disorder,  how  would  a  person 
with  liquid  assets  best  preserve  his  wealth?  What 
would  he  do  in  normal  times? 

8.  Construct  a  tabular  form  in  which  you  give  a  column 
to  each  of  the  following  headings:  What  is  its  nature? 
By  whom  issued?  What  security  supports  it?  To 
what  amount  legal  tender?  Add  a  column  at  the 
extreme  left  of  your  form  in  which  you  list  the  several 
kinds  of  paper  money  in  circulation  in  the  United 
States:  gold  certificates,  silver  certificates,  United 
States  notes,  Treasury  notes  of  1890,  national  bank 
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notes,  federal  reserve  notes,  federal  reserve  bank  notes. 
Answer  the  four  questions  for  each  of  the  above  in  the 
spaces  reserved  for  them  in  your  form. 

IV.  The  Coinage  of  Money 

9.  Suppose  that  Congress,  in  order  to  procure  revenue, 
should  pass  a  law  providing  for  a  seigniorage  charge 
of  25  per  cent  of  the  value  of  the  gold  coined.  What 
relation  would  then  exist  between  the  money  value 
of  a  gold  coin  and  its  bullion  value?  How  would 
commodity  prices  be  affected? 

10.  Must  there  be  free  and  unlimited  coinage  of  the 
standard  commodity?  Need  this  coinage  be  gratui¬ 
tous? 

V.  The  Problem  of  Bimetallism 

11.  Throughout  the  quarter  century  (1875-1900)  there 
was  constant  and  determined  effort  in  the  U.  S.  to 
restore  bimetallism.  How  was  this  to  be  accomplished? 
What  was  the  real  reason  for  the  agitation?  Why  has 
the  question  ceased  to  attract  public  attention  since 
1900?  The  West,  in  the  period  1875-1900,  was  for 
free  silver;  the  East  opposed  it.  Why? 

12.  Analyze  and  criticize  the  “compensatory  action” 
argument  for  bimetallism. 

13.  Suppose  that  under  a  bimetallic  system  the  legal  or 
mint  ratio  between  silver  and  gold  is  fixed  at  16  to  1, 
and  that  some  time  thereafter  the  market  ratio 
becomes  18  to  1,  which  metal  would  be  taken  to  the 
mint  to  be  coined  and  which  would  be  used  in  the 
payment  of  debts?  Why?  State  the  law  involved. 

VI.  The  Problem  of  Paper  Money 

14.  What  are  the  dangers  in  the  use  of  inconvertible  paper 
money  and  of  paper  money  based  upon  only  a  partial 
reserve? 

15.  In  view  of  the  well-known  consequences  of  issuing 
unlimited  quantities  of  paper  money,  why  did  Euro¬ 
pean  governments,  during  the  war  and  afterward, 
flood  their  countries  with  this  money?  What  remedy, 
if  any,  exists  for  the  situation? 
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16.  Mr.  W.  T.  Foster  in  an  article  on  “Shall  We  Abandon 
the  Gold  Standard?”  makes  a  visitor  from  Mars  ask 
the  following  hypothetical  question : 

“You  say  that  gold  is  not  very  useful,  yet  everybody 
wants  it.  Everybody  wants  it,  yet  scarcely  anybody 
asks  for  it.  There  is  not  enough  gold  to  redeem  all 
the  paper  money  at  any  one  time,  yet  everybody 
prefers  the  paper,  the  value  of  which  depends  on  the 
promise  of  somebody  to  pay  the  bearers  more  gold 
than  there  is  in  the  country.  Yet  even  these  pieces  of 
paper  are  not  used  in  most  of  your  business  tran¬ 
sactions.  Then,  why  would  not  your  internal  trade 
go  on  just  the  same  if  these  stores  of  gold  were  made 
into  bracelets,  or  sunk  in  the  sea,  and  if  the  paper 
money  were  kept  at  exactly  the  same  volume  merely 
by  government  regulation?” 

Answer  the  question  and  criticize  the  assumptions 
in  the  hypothetical  question. 

17.  Would  fiat  money,  the  amount  of  which  is  regulated 
by  government  be  a  desirable  solution  of  our  currency 
and  price  difficulties? 
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CHAPTER  XIII 
Credit  and  Banking 

I.  The  Nature  and  Functions  of  Credit 

A  credit  transaction  consists  in  the  exchange  of  present 
goods  for  the  promise  of  a  future  equivalent.  (E)  264- 
265;  (M)  324-327,  328-334. 

II.  The  Bases  of  Personal  Credit  (M)  327-328. 

III.  The  Conversion  of  Personal  Credit  into  Bank 
Credit  (E)  265-268 

1.  Its  necessity. 

2.  The  process  of  discounting. 

IV.  Kinds  of  Credit  Instruments  (M)  334-338 

Credit  instruments  are  written  evidences  of  the  exist¬ 
ence  of  credit;  the  ability  of  one  to  obtain  goods  on  the 
promise  of  a  future  equivalent,  the  willingness  of  the 
other  to  accept  such  a  deferred  payment. 

1 .  Purposes  of  credit. 

a.  Investment  credit,  which  is  credit  used  in  the 
financing  of  business  enterprises,  particularly 
investments  in  fixed  capital.  It  is  long  term 
credit,  usually  evidenced  by  bonds. 

b.  Commercial  credit,  which  is  credit  used  to  make 
possible  the  ordinary  manufacture  and  marketing 
of  goods.  It  is  short  term  credit,  evidenced  by 
commercial  paper. 

2.  Common  forms  of  commercial  paper. 

Where  the  debtor  is  the  drawer  of  a  credit  instru¬ 
ment,  it  usually  takes  the  form  of  a  promissory  note; 
if  the  creditor  is  the  drawer,  the  instrument  is 
variously  called  a  draft  or  a  commercial  bill  of  exchange. 
When  such  instruments  are  accepted,  either  by  the 
debtor  or  by  his  bank,  they  are  known  as  acceptances . 

V.  Kinds  of  American  Banks  and  Their  Functions 
(F)  91-106;  (M)  349-351 
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1 .  As  to  authorization  by 

a.  National  charter. 

(1)  Federal  reserve  banks. 

(2)  National  banks. 

b.  State  charter. 

(1)  State  banks. 

(2)  Loan  and  trust  companies. 

(3)  Savings  banks. 

c.  General  state  law. 

(1)  Private. 

2.  As  to  dominant  type  of  business 

a.  Investment  banks. 

b.  Commercial  banks. 

3.  Main  functions  of  commercial  banks. 

a.  Receiving  deposits.  .  -  -  y  •  . 

(1)  Time  deposits.  '  '  r  j  , 

(2)  Demand  deposits.  V  .  O'- 

(a)  Conducting  checking  accounts. 

b.  Making  loans  and  discounts. 

c.  Buying  and  selling  domestic  and  foreign  ex¬ 
change. 

d.  Issuance  of  circulating  notes. 

This  function  is  limited  to  national  banks  and 
federal  reserve  banks. 


VI.  Analysis  of  a  Typical  Bank  Statement  (E)  265-268 

1 .  The  solvency  of  banks. 

The  necessity  of  maintaining  adequate  cash  reserves 

VII.  The  Functions  of  the  Clearing  House  (E)  261-264 

VIII.  Defects  of  Our  Banking  Organization  Before  the 
Adoption  of  the  Federal  Reserve  System  (F)  1 1 1-116 

1 .  Lack  of  system. 

2.  Inelasticity  of  credit. 

3.  Inelasticity  of  currency. 

4.  Uneconomical  use  of  reserves  and  periodic  local 
congestion  of  reserve  funds. 

5.  Inadequate  territorial  distribution  of  banking  facili¬ 
ties. 

6.  Lack  of  provision  for  foreign  banking. 
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IX.  The  Federal  Reserve  System  (F)  117-136. 

7 

1 .  The  organization  of  the  system. 

a.  The  Federal  Reserve  Board. 

b.  The  Federal  Advisory  Council. 

c.  The  Federal  Reserve  Banks. 

(1)  Government. 

(2)  Sources  and  amount  of  capital  stock. 

(3)  Disposition  of  earnings. 

(4)  Establishment  of  branches. 

d.  The  Member  Banks. 

2.  Powers  of  the  Federal  Reserve  Board. 

3.  Duties  of  the  Federal  Advisory  Council. 

4.  Functions  of  the  Federal  Reserve  Banks. 

a.  To  rediscount  commercial  paper. 

b.  To  issue  notes. 

(1)  Process. 

(2)  Supporting  security. 

(3)  Provisions  for  retirement. 

c.  To  serve  as  reserve  agent  and  custodian. 

d.  To  conduct  clearings. 

e.  To  act  as  fiscal  agent  and  depository  for  the  U.  S. 
government. 

f.  To  engage  in  “open  market”  operations. 

5.  Functions  of  member  banks. 

a.  The  National  banks. 

b.  State  banks. 

6.  Services  and  future  of  the  Federal  Reserve  Banking 
System. 

Required  Readings 
References  contained  in  above  chapter. 
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Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  496-546. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  342-387. 

PROBLEMS 

I.  The  Nature  and  Functions  of  Credit 

1.  Distinguish  between  a  credit  transaction  and  a 
money  transaction.  May  credit  perform  the  same 
functions  as  money? 

2.  Henry  Ford  refuses  to  borrow  money  at  the  banks; 
his  contention  is  that  the  only  legitimate  expansion 
is  that  which  comes  from  profits  made  in  the 
business.  Would  this  be  a  good  program  for  all 
businesses  to  follow?  What  would  be  the  effects 
on  our  industrial  system,  if  this  were  done?  Does 
this  mean  that  Ford  does  not  use  credit  in  any 
form? 

3.  An  individual  having  credit  at  the  bank,  borrows 
$10,000  which  he  can  then  use  as  capital.  Does 
credit  create  capital?  Is  the  nation  any  better  off 
industrially  because  of  the  above  loan?  Does  credit 
in  any  way  aid  in  the  production  of  goods? 

II.  The  Bases  of  Personal  Credit 

4.  In  case  a  banker  is  considering  extending  credit  to 
an  individual,  which  would  he  consider  of  greater 
importance— the  moral  character  of  the  borrower 
or  the  condition  of  his  business?  Would  the  case 
be  any  different  if  the  borrower  were  a  corporation? 

III.  The  Conversion  of  Personal  Credit  into  Bank 
Credit 

5.  Explain  the  process  of  discounting,  and  illustrate 
its  use.  How  does  this  type  of  credit  operation 
facilitate  modern  business?  Under  what  circum¬ 
stances  do  banks  “rediscount”  commercial  paper? 

IV.  Kinds  of  Credit  Instruments 

6.  Why  is  a  banker’s  acceptance  a  form  of  commercial 
paper  of  higher  grade  than  the  ordinary  trade 
acceptance? 

7.  Why  are  not  promissory  notes  accepted  as  good 
commercial  paper  by  the  Federal  Reserve  System? 

V.  Kinds  of  American  Banks  and  Their  Functions 

8.  Some  of  the  largest  N.  Y.  banks  are  private  banking 
institutions.  How  do  you  account  for  this?  Why 
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have  private  banks  been  so  much  prohibited 
throughout  the  U.  S.? 

9.  Is  it  possible  for  the  same  institution  to  perform 
the  functions  both  of  a  commercial  and  of  an  invest¬ 
ment  bank?  If  so,  how  is  it  possible  to  distinguish 
between  the  two  types  of  banking?  Under  which 
type  would  you  class  the  First  National  Bank  of 
Madison?  The  Central  Wisconsin  Trust  Company 
of  Madison?  the  J.  P.  Morgan  &  Co.  Banking 
House  in  New  York  City?  any  savings  bank? 

VI.  Analysis  of  a  Typical  Bank  Statement 

10.  Explain  the  meaning  of  each  of  the  items  in  the 
following: 

Condensed  Statement  of  Condition  of 
THE  FIRST  NATIONAL  BANK  OF  MADISON 


at  the  close  of  Business,  Dec.  31,  1923 
Resources  Liabilities 

Loans  and  Discounts  $4,476,986.41  Capital  $  800,000.00 

Bonds  and  Securities  799,341.87  Surplus  80,000.00 

Cash  &  Due  from  Banks  Undivided  Profits  5,176.87 

and  U.  S.  Treasury  882,328.52  Reserved  for  Taxes  15,771.32 

Banking  House  825,000.00  Bid.  Reserves  all  50,137.16 

Other  Resources  2,102.27  Circulation  296,700.00 

Bldg. Indebtedness  400 , 000 . 00 

_ _ _ Deposits  5,337,973.72 

$6,985,759.07  $6,985,759.07 

11.  a.  Construct  a  bank  balance  sheet  from  the  follow¬ 
ing  data: 

Capital  Stock . $  500,000 

Cash .  100,000  -' 

Due  from  other  banks .  300,000 

Surplus .  300,000 

Loans  and  discounts .  2, 500, 000  -f-  4  :  o 

Buildings  and  fixtures .  50,000 

Undivided  profits .  50,000 

U.S.  bonds .  400,000 

Deposits .  2,200,000 

Circulating  notes  outstanding .  300 , 000 


b.  If  the  bank  discounts  a  note  for  $30,000  at  6% 
for  3  months,  paying  $5,000  in  cash,  $10,000  by 
draft,  and  the  remainder  in  deposit  credit,  what 
changes  must  be  made  in  this  bank  statement? 
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Answer  by  putting  corrected  figures  in  paren¬ 
theses  after  original  figures  in  statement. 

12.  a.  Construct  a  bank  balance  sheet  from  the  follow¬ 


ing  data: 

U.S.  bonds . $  200,000 

Building  and  fixtures .  200,000 

Loans  and  discounts .  1,120,000 

Undivided  profits .  80 , 000 

Surplus .  90,000 

Deposits .  1,400,000 

Cash .  140,000 

Balance  with  Federal  Reserve  Bank  100,000 

Notes  in  circulation .  120,000 

Due  from  other  banks .  130,000 

Capital .  200,000 


b.  To  what  extent  does  the  bank  profit  if  it  takes 
a  six  months  commercial  note  for  $20,000  which 
it  has  discounted  at  6%  and  rediscounts  it  with 
the  Federal  Reserve  Bank  at  5%,  taking  deposit 
credit,  after  it  has  held  the  note  for  three 
months?  Show,  by  placing  corrected  figures  in 
parentheses  after  the  original  figures,  what 
changes  must  be  made  in  the  above  statement 
upon  completion  of  both  transactions. 

c.  Show  any  change  which  would  have  to  be  made 
in  the  original  statement  above,  if  the  bank  were 
to  move  from  Madison  to  Chicago  without 
affecting  the  total  of  assets  and  liabilities. 

VII.  The  Functions  of  the  Clearing  FIouse 

13.  Is  a  clearing  house  essential  to  banking  in  any  city? 
How  are  clearances  made  at  a  distance?  What  are 
the  clearing  functions  of  the  Federal  Reserve 

System? 

VIII.  Defects  of  our  Banking  Organization  Before  the 

Adoption  of  the  Federal  Reserve  System 

14.  Analyze  the  chief  defects  in  our  American  banking 
organization  prior  to  1914  and  show  to  what  extent 
the  Federal  Reserve  Banking  System  has  overcome 
these  defects. 
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IX.  The  Federal  Reserve  System 

15.  In  the  last  century,  practically  every  important 
business  crisis  was  accompanied  by  a  financial  panic 
of  greater  or  less  degree.  In  the  year  1920-21  the 
U.  S.  went  through  one  of  the  most  severe  business 
depressions  in  our  history.  Yet  there  was  no 
financial  panic.  In  what  way,  if  any,  was  the 
Federal  Reserve  System  responsible  for  this? 

16.  The  Madko  Concrete  Products  Company  of 
Madison  on  March  1,  1925,  purchased  cement 
from  Conklin  and  Sons  of  Madison,  dealers  in  coal, 
ice,  cement,  etc.  Unable  to  pay  their  bill  at  the  ex¬ 
piration  of  thirty  days,  the  Madko  Company  gave 
a  note  for  $20,000,  dated  April  1  and  due  three 
months  after  date,  to  Conklin  and  Sons,  the  note 
to  bear  interest  after  date  on  which  due. 

Conklin  and  Sons  are  a  depositor  with  the 
Commercial  National  Bank  of  Madison  and  pay 
all  their  bills  with  checks.  The  current  rate  of 
interest  in  Madison  is  six  per  cent,  although  the 
Federal  Reserve  Bank  of  Chicago  charges  only 
five  per  cent  on  the  same  class  of  loans. 

a.  In  the  event  that  Conklin  and  Sons  are  in 
sudden  need  of  funds  on  May  1,  show  clearly 
just  how  they  could  use  the  Madko  Concrete 
Products  Company  note  to  secure  the  needed 
funds,  from  whom  they  would  probably  be 
secured,  and  just  how  much  they  could  secure. 

b.  Show  clearly  how  the  assets  and  liabilities  of 
the  bank  would  be  affected  by  the  above  tran¬ 
saction. 

c.  Show  how  the  possession  of  the  Madko  Concrete 
Products  Company  note  would  enable  the  Com¬ 
mercial  National  Bank  to  increase  its  loaning 
power  or  its  cash  holdings  in  response  to  needs 
arising  on  June  1,  1925. 

d.  On  the  basis  of  all  above  data,  chart  the  journey 
taken  by  the  Madko  Concrete  Products  Com¬ 
pany  note,  showing  exactly  what  each  party 
involved  receives  or  pays  and  the  final  dis¬ 
position  of  the  note  on  July  1,  1925. 
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CHAPTER  XIV 

Foreign  Exchange  and  International  Trade 

I.  The  Mechanism  of  Foreign  Exchange  (E)  340-356; 
(C)  209-213 

1 .  Nature  of  foreign  exchange. 

2.  The  process  of  buying  and  selling  foreign  exchange. 

3.  The  determination  of  the  price  or  rate  of  foreign  ex¬ 
change  under  normal  conditions.  The  price  of  foreign 
exchange  like  the  market  price  of  anything  else  is  an 
expression  of  the  interaction  of  the  demand  for  and  the 
supply  of  bills  of  exchange.  Into  the  determination  of 
the  price  of  foreign  exchange  there  normally  enter  three 
factors : 

a.  Amount  of  pure  gold  in  the  monetary  units  to  be 
exchanged. 

b.  Cost  of  shipping  gold. 

c.  General  credit  conditions.  The  actual  rate  of  ex¬ 
change  between  any  two  countries  is  determined 
by  the  relations  between  the  demand  for  and  supply 
of  foreign  bills  of  exchange  and  these  depend  upon 
the  trade  and  credit  relations  of  the  two  countries. 
Whatever,  for  instance,  necessitates  the  transfer 
of  funds  from  the  United  States  to  England  is  a 
source  of  demand  for  bills  of  exchange  on  London. 
These  are  wanted 

(1)  To  pay  for  merchandise  imports. 

(2)  To  pay  for  securities  purchased  by  us  abroad. 

(3)  To  pay  the  interest  and  dividends  on  foreign 
capital  invested  here. 

(4)  To  pay  maturing  loans. 

(5)  To  pay  for  international  services,  e.g.,  trans¬ 
portation,  insurance,  and  the  expenditures  of 
American  tourists  and  residents  abroad. 

Whatever  necessitates  the  transfer  of  funds  from 
England  to  the  United  States  is  a  source  of  supply 
of  bills  of  exchange  on  London.  These  are  sold 
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(1)  To  collect  for  merchandise  exports. 

(2)  To  collect  the  purchase  price  of  securities  sold 
by  us  abroad,  the  purchaser  being  drawn  upon 
for  the  purchase  price. 

(3)  To  secure  loans  of  foreign  money  in  America, 
the  lender  being  drawn  upon  for  the  amount  of 
the  loan. 

(4)  To  collect  for  international  services  rendered 
by  Americans. 

4.  Abnormal  factors  affecting  price  of  foreign  exchange. 

a.  Depreciated  foreign  currencies. 

b.  Speculation. 

II.  The  Reciprocal  Nature  of  International  Trade 
(C)  207-209;  (H)  309-311 ;  (F)  230-233. 

III.  The  Advantages  of  International  Trade:  The 
Principle  of  Comparative  Costs  (C)  204-207;  (H)  311- 
313;  (F)  233-236 

If  a  country  observes  the  principle  of  comparative  costs 
in  the  development  of  its  industries,  it  will  produce  for 
export  those  things  in  the  production  of  which  it  enjoys 
the  greatest  comparative  advantage  or  suffers  the  least 
comparative  disadvantage.  If  a  country  wishes  to  adopt 
the  comparative  costs  principle  in  production,  it  should 
devote  itself  to  those  industries  in  which  its  labor  can  be 
most  effectively  applied. 

Required  Readings 

References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  401- 
403. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp. 204-213. 

Edie,  L.  D.,  Economics:  Principles 'and  Problems  (1926),  pp.  613- 
683. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  l,pp.  520-565. 
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Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  378-386. 
Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  547-556. 
Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  447-506. 

PROBLEMS 

I.  The  Mechanism  of  Foreign  Exchange 

1.  Are  obligations  arising  out  of  international  trade 
between  individuals  always  settled  by  shipments  of 
gold?  If  not,  how  is  the  transfer  of  funds  effected? 
How  can  a  New  Yorker  who  owes  money  to  a  London 
firm  obtain  the  necessary  purchasing  power  in  Lon¬ 
don? 

2.  What  determines  the  “par  of  exchange”? 

3.  Suppose  that  all  of  the  nations  of  the  world  were  to 
adopt  a  uniform  system  of  currency  with  a  common 
standard  and  unit  of  value.  Would  this  do  away  with 
the  par  of  exchange?  With  rates  of  exchange? 

4.  It  is  said  that  the  maximum  premium  of  a  foreign  bill 
of  exchange  cannot  exceed  the  expense  of  shipping 
bullion.  Account  for  the  many  deviations  from  this 
rule  during  and  since  the  war. 

5.  Show  how  the  following  affect  the  price  of  sterling 
exchange  in  New  York: 

a.  Heavy  imports  of  merchandise  into  the  United 
States. 

b.  A  high  interest  rate  in  London  in  comparison  with 
New  York. 

c.  The  maturing  of  the  bonds  of  American  corpora¬ 
tions  held  by  British  investors,  the  latter  wanting 
their  funds. 

d.  Insurance  payments  to  Lloyd’s. 

e.  A  sale  by  the  A.  B.  Dick  Co.  of  New  York  of 
goods  amounting  to  $1,000  to  L.  Dock  and  Co.  of 
London. 

6.  England  has  agreed  to  pay,  over  a  period  of  62  years, 
the  war  debt  owed  to  the  United  States.  The  debt 
will  involve  payments  of  hundreds  of  millions  of  dollars 
per  year.  What  will  be  the  effect  of  these  payments 
on  the  rate  of  dollar  exchange  in  London? 
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II.  The  Reciprocal  Nature  of  International  Trade 

7.  For  many  years  prior  to  the  war,  English  merchandise 
imports,  as  shown  by  foreign  trade  statistics,  far 
exceeded  the  exports.  Flow  was  this  possible?  Can  a 
nation  continually  export  more  commodities  than  it 
imports? 

8.  Gide  says,  “We  must  therefore  conclude  that  the 
foreign  trade  of  a  country  is  in  equilibrium  not  when 
exports  and  imports  are  equal  in  value  (which  never 
happens),  but  when  its  credits  and  debits  are  equal.” 
What  does  he  mean?  What  are  invisible  exports? 

9.  Explain  the  old  mercantilists  fallacy  that  there  is 
necessarily  something  essentially  favorable  about  an 
excess  of  merchandise  exports  over  imports. 

10.  An  American  touring  in  Germany  in  1920-22  could 
exchange  American  dollars  for  German  marks  at  such 
a  rate  that  his  actual  living  expenses  would  be  around 
$8-$15  a  month  in  American  money.  Why  was  this 
possible?  Can  a  situation  like  this  exist  permanently 
between  two  countries? 

III.  The  Advantages  of  International  Trade:  The 

Principle  of  Comparative  Costs 

11.  Assume  that  the  labor  costs  are  the  real  comparative 
costs.  Waiving  other  considerations,  if  it  takes  75 
days'  labor  to  produce  a  ton  of  tin  in  the  United 
States  and  only  50  in  England,  and  if  it  costs  25  days’ 
labor  to  produce  a  ton  of  steel  rails  in  the  United 
States  and  20  in  England,  would  it  pay  for  the 
United  States  to  export  or  import  steel  rails?  State 
the  principle  involved  and  show  what  ratio  of  exchange 
would  be  profitable  to  both  countries. 

12.  Country  A  can  produce  pig  iron  at  a  cost  of  20  days’ 
labor  per  ton  and  broadcloth  at  a  cost  of  5  days’  labor 
per  yard.  Country  B  can  produce  the  iron  at  a  cost 
of  15  days’  labor  and  the  cloth  at  a  cost  of  3  days’ 
labor.  If  the  transportation  and  all  costs  other  than 
labor  be  ignored,  will  an  exchange  between  these  two 
countries  be  possible  so  far  as  these  two  commodities 
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are  concerned?  If  so,  what  ratio  of  exchange  would 
be  profitable  to  both  countries? 

13.  American  foreign  trade  has  fallen  off  greatly  since  the 
war.  Is  it  necessary  or  desirable  for  a  country  like  the 
United  States  to  have  any  considerable  amount  of 
foreign  trade? 

14.  It  is  frequently  argued  that  if  Germany  gets  free 
access  to  the  world  markets,  her  cheap  manufacturing 
costs  will  enable  her  to  undersell  the  rest  of  the  world 
in  all  important  manufactured  products.  What  truth 
if  any,  is  there  in  this  argument,  in  the  light  of  the 
doctrine  of  comparative  costs? 

15.  Discuss  in  as  logical  a  way  as  possible  the  steps  which, 
in  your  opinion,  the  United  States  must  take  in  order 
to  play  a  larger  part  in  international  trade. 
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CHAPTER  XV 

Markets  and  Market  Transactions 

I.  The  Nature  of  a  Market  (M)  251 

1 .  Market  as  a  market-place. 

2.  Market  as  an  area  within  which  the  forces  of  demand 
for  and  supply  of  a  given  commodity  or  service  inter¬ 
act. 

1 1 .  Kinds  of  Markets 

1 .  Retail  commodity  markets. 

The  old  public  market-places  and  fairs,  and  modern 
retail  stores  are  examples  of  this  type. 

2.  Wholesale  commodity  markets. 

Produce  exchanges,  such  as  the  Chicago  Board  of 
Trade,  The  New  York  Cotton  Exchange,  and  the  New 
York  Coffee  Exchange  illustrate  this  kind  of  market. 

3.  Labor  markets. 

4.  Money  markets. 

5.  Stock  markets. 

The  New  York  and  London  Stock  Exchanges,  and 
the  Paris  and  Berlin  Bourses  are  the  leading  stock 
exchanges  of  the  world. 

6.  Real  estate  markets. 

III.  Aids  in  Efficient  Marketing 

1 .  Effective  market  organization . 

2.  Growth  in  cooperative  marketing  and  elimination  of 
some  middlemen  (F)  467-470. 

3.  Adequate  credit  facilities. 

4.  Dissemination  of  reliable  information  to  both  buyers 
and  sellers. 

5.  Standardization  of  products. 

6.  Advertising  and  salesmanship. 

IV.  Trading-Transactions  of  the  Market 

Markets  exist  primarily  for  the  purpose  of  facilitating 

trade  in  commodities  and  services. 
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Investment-Transactions  of  the  Market  (M)  266, 
354-355 

Organized  money  markets  and  stock  markets  greatly 
facilitate  investments,  making  both  investment  and  with¬ 
drawal  from  investment  easy. 

Speculation-Transactions  of  the  Market  (M)  474- 
478; (H)  173-176 

Produce  exchanges  and  stock  markets  furnish  facilities 
not  only  for  ordinary  trading  and  investment,  but  also 
for  speculation  and  gambling. 

1.  Distinctions  between  investment,  speculation,  and 
gambling. 

2.  The  parties  engaged  in  speculation  on  produce  markets 
and  stock  exchanges. 

a.  A  bull  is  one  who  buys  in  the  expectation  that 
prices  will  rise,  hoping  later  to  sell  at  a  still  higher 
price.  The  bull’s  habit  is  to  “toss  up.”  Bulls  are 
said  to  be  “long  of  stock”  or  of  commodities. 

b.  A  bear  on  the  produce  exchange  is  one  who  sells  in 
the  expectation  that  prices  will  fall  and  that  he  will 
be  able  to  buy  before  the  date  of  delivery  at  a  lower 
price  than  the  price  at  which  he  sold.  A  bear  on 
the  stock  exchange  must  within  twenty-four  hours 
deliver  the  stock  he  has  sold,  but  usually  does  so 
by  borrowing  it.  He  hopes  to  buy  it  in  the  market 
at  a  lower  price  than  the  price  at  which  he  sold  it, 
before  he  must  return  the  borrowed  stock.  The 
bear’s  habit  is  to  “pull  down.”  Bears  are  the 
“shorts”  of  the  market. 

3.  Typical  speculative  transactions  on  produce  markets 
and  stock  exchanges. 

a.  Selling  short,  which  means  to  sell  securities  or 
produce  for  future  delivery  that  one  does  not  own 
at  present  in  the  expectation  that  prices  will  fall. 

b.  Hedging,  which  “may  be  defined  as  the  practice  of 
making  two  contracts  at  about  the  same  time  of 
an  opposite,  though  corresponding  nature — the 
one  in  the  trade  market,  and  the  other  in  the 
speculative  market.”  (M)  502-507. 

c.  Dealing  on  margin,  which  means  speculating  upon 
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the  basis  of  cash  deposited  with  a  stock  broker  to 
guarantee  him  against  possible  loss.  The  margin 
represents  a  partial  payment,  sufficiently  large, 
however,  to  finance  the  transaction.  A  common 
margin  is  10  points. 

4.  The  functions  of  speculation  (M)  260-265. 

a.  The  equalization  of  price  fluctuations  “between 
different  points  of  time  and  between  different 
markets.” 

b.  The  transfer  of  risks  to  a  “body  of  professional  risk 
takers.” 

5.  Evils  in  speculation. 

a.  Frequent  accentuation  of  price  fluctuations. 

b.  The  promotion  of  gambling. 

VII.  Importance  of  Organized  Markets 

1.  In  influencing  consumption. 

2.  In  directing  production. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  79-81, 
315-323,416-426. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  28-29,  34,  48-53,  64-88,  240-241. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  218- 

220. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  139-163;  v.  2,  pp.  80-91. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  153-154, 
198-203,  630-633. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  360-368. 
Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  156-166, 
210-213;  v.  2,  pp.  373-378. 

PROBLEMS 

VI.  Speculation 

1.  A  university  professor  in  Madison,  through  a  broker, 
buys  a  few  shares  of  stock  on  the  stock  exchange  in 
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New  York  City.  What  determines  whether  this  tran¬ 
saction  is  an  investment  or  speculation?  Suppose  the 
stock  were  being  bought  on  a  ten  point  margin.  Would 
this  indicate  anything  as  to  the  nature  of  the  tran¬ 
saction? 

2.  Study  the  financial  page  of  some  newspaper  and  find 
the  daily  article  on  stock  exchange  transactions.  See 
if  you  can  interpret  the  article  and  explain  in  every¬ 
day  English  what  took  place. 

3.  What  are  the  advantages  enjoyed  by  the  speculator  in 
dealing  on  a  margin?  Is  he  thereby  protected  against 
possible  losses? 

4.  A  grain  dealer  on  the  Pacific  Coast  wishes  to  ship  some 
wheat  by  boat  through  the  Panama  Canal  to  New 
York;  the  wheat  will  not  be  delivered  for  sale  in  New 
York  for  at  least  a  month.  How  could  the  dealer 
protect  himself  against  a  possible  fall  in  the  price  of 
wheat  while  the  cargo  is  in  transit? 

5.  What  are  the  possible  effects  of  organized  speculation 
upon  the  prices  of  farm  products,  especially  wheat? 
Does  it  increase  or  diminish  the  intensity  of  seasonal 
fluctuations  in  price? 

What  is  the  reason  for  the  farmer’s  opposition  to  the 
trading  in  futures?  Is  this  reasoning  sound?  Under 
what  conditions  may  speculation  be  dangerous  to  the 
producers  and  to  the  public? 

6.  Are  those  activities  of  the  Stock  Exchange  and  Board 
of  Trade  which  are  adversely  criticized  inherent  in  the 
institutions  or  are  they  abuses  which  can  be  corrected? 

7.  To  what  extent,  if  any,  are  the  leaders  of  stock  and 
produce  exchanges  able  to  control  prices? 

8.  What  would  be  the  probable  effect  of  abolishing  deal¬ 
ing  in  futures  on  organized  exchanges? 
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CHAPTER  XVI 
Risks  and  Insurance 

I.  Risks  in  Modern  Economic  Society  (F)  176-179 
Nature  and  universality  of  risks. 

II.  The  Incidence  of  Risks 

From  the  individual’s  point  of  view  some  risks  can  be 
prevented,  others  can  be  shifted,  but  still  others  must  be 
borne. 

III.  Insurance  as  a  Means  of  Shifting  Risks  (F)  179-183 

1.  Nature  of  the  insurance  business. 

Insurance  is  a  business,  the  chief  function  of  which 
is  the  assumption  of  risk  by  distributing  among  many 
the  losses  sustained  at  any  given  time  by  a  few. 

2.  The  scientific  basis  of  insurance. 

a.  The  law  of  probabilities  applied  in  experience 
tables. 

b.  Distinction  between  insurance  and  gambling. 

3.  Increasing  use  of  insurance. 

a.  Growth  of  private  insurance. 

b.  Development  of  social  insurance  (F)  398-402; 
(D)  393-395,  395-397. 

(1)  Features  of  a  good  system  of  social  insurance 
(F)  412-416. 

IV.  Risks  of  Person 

1 .  Nature  of  personal  risks. 

a.  Risk  of  death. 

While  death  is  certain  for  all,  its  time  is  uncertain. 
Men  try  to  protect  themselves  against  the  risk  of 
dying  before  they  have  made  adequate  provision 
for  their  dependents. 

b.  Risk  of  accidents. 

c.  Risk  of  sickness. 

2.  Insurance  against  the  risk  of  death — life  insurance 
(F)  187-203,  408-409. 
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Life  insurance  policies,  which  are  written  contracts 
between  the  insurance  company  and  the  insured 
stipulating  the  amount  of  the  policy,  the  premiums, 
the  beneficiary,  etc.,  may  be  classified  as  follows: 

a.  According  to  maturity. 

(1)  Ordinary  life. 

(2)  Limited  payment  life. 

(3)  Term. 

(4)  Endowment. 

b.  According  to  participation  in  the  earnings  of  the 
company. 

(1)  Participating. 

(2)  Non-participating. 

c.  According  to  premium  plan. 

(1)  Natural  premium  or  step  rate  plan.  Under  the 
natural  premium  plan  the  insured  pays  each 
year  the  cost  of  the  deaths  for  that  year  pro¬ 
portioned  according  to  the  probability  of 
dying  at  the  age  of  the  insured.  It  means  an 
annually  increasing  premium. 

(2)  Level  premium  plan,  the  same  annual  pay¬ 
ment  being  made  throughout  the  life  of  the 
policy. 

(a)  Necessity  of  maintaining  a  reserve. 

3.  Insurance  against  accidents  (F)  402-406. 

While  such  insurance  remains  optional  with  in¬ 
dividuals,  many  states  have  established  compulsory 
employers’  liability  insurance  to  safeguard  compensa¬ 
tion  payments  to  injured  workingmen. 

4.  Insurance  against  sickness  (F)  409-411;  (D)  446-452. 

a.  Need  of  health  insurance. 

b.  Compulsory  health  insurance  systems. 

V.  Risks  of  Property  (F)  183-187 

For  almost  every  predictable  risk  of  property,  some 
form  of  insurance  has  been  devised.  The  chief  types  of 
property  insurance  are 

1.  Fire. 

2.  Wind-storm. 

3.  Larceny,  theft,  or  burglary. 
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4.  Marine. 

5.  Casualty — including  many  forms. 

VI.  Risks  of  Business 

1 .  Sources  of  business  risks. 

a.  The  “round-about”  processes  of  production,  tying 
up  large  amounts  of  capital. 

b.  Speculative  production. 

Production  must  be  carried  on  in  advance  of 
demand  and  on  an  estimate  of  it. 

2.  Incidence  of  business  risks. 

a.  Assumption  of  risk  in  business  is  the  distinct 
function  of  entrepreneurs.  They  are  being  mater¬ 
ially  aided  in  the  successful  discharge  of  this 
function  by 

( 1 )  F orecasting  devices. 

(2)  Building  up  reserves  for  times  of  depression. 

b.  Shifting  of  some  business  risks  to  other  special  risk 
takers. 

(1)  Insurance,  such  as  insurance  against  bad 
weather. 

(2)  Hedging. 

VII.  Risk  of  Unemployment  (F)  388-397,  411-412;  (D)  5 14— 
515 

1.  The  problem  of  unemployment. 

2.  The  amount  of  unemployment. 

3.  The  causes  of  unemployment. 

a.  Personal. 

b.  Changes  in  industry. 

c.  Periodic  fluctuations  in  industry. 

d.  Necessity  of  a  supply  of  reserve  labor  to  meet  the 
greatest  demands  in  the  years  of  prosperity. 

4.  Means  of  reducing  the  risk  of  unemployment. 

a.  Tabor  exchanges. 

b.  Government  employment  through  systematic  dis¬ 
tribution  of  public  work. 

c.  Regularization  of  industry.  Among  the  means 
suggested  has  been  the  taxation  of  unemployment. 

d.  Compulsory  insurance  of  unemployment. 

(1)  Private. 

(2)  Public. 
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Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  553- 
556. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.,  1918), 
pp.  42-43,  73-78,  88-91,  229-232,  315-316. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  417- 
423,  609-610. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  71-80,  485-510. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  641-656. 
Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  364-368, 
598-611,  655-668. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  353-371. 

PROBLEMS 

III.  Insurance  as  a  Means  of  Shifting  Risks 

1.  Does  insurance  eliminate  risk  for  the  individual?  for 
society? 

2.  Does  the  insurance  business  itself  involve  risk?  To 
what  extent  does  it  have  a  scientific  basis?  Does 
your  answer  apply  equally  to  all  types  of  insurance? 

3.  Among  the  sources  of  economic  insecurity  of  the 
worker  in  modern  industrial  society  are  accidents, 
disease,  old  age  and  unemployment.  Discuss  each  of 
these  sources  of  insecurity  in  the  following  particulars: 

a.  What  is  its  effect  on  efficiency  in  production? 

b.  What  is  its  effect  on  the  morale  of  the  workers? 

c.  Is  this  insecurity  peculiar  to  the  working  class 
or  do  other  classes  or  groups  confront  similar 
hazards? 

d.  Who  is  responsible  for  this  insecurity? 

e.  Who  should  bear  its  burden? 

f.  Can  this  insecurity  be  eliminated?  If  so,  in  what 
different  ways?  How  would  you  deal  with  it  if 
you  had  the  power? 

4.  Insurance  is  for  the  benefit  of  the  individual  and 
therefore  the  cost  should  be  borne  by  the  individual. 
Do  you  agree? 
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5.  Critics  of  social  insurance  insist  that  it  is  paternal¬ 
istic,  that  it  is  contrary  to  American  traditions,  that 
it  is  a  step  away  from  the  scientific  principles  of 
business  insurance.  If  these  criticisms  are  valid,  do 
they  constitute  sufficient  ground  for  condemning 
the  policy? 

6.  Under  the  individualistic  regime  in  industry,  upon 
whom  does  the  cost  of  accidents  and  sickness  actually 
fall?  Can  it  be  successfully  distributed? 

IV.  Risks  of  Persons 

7.  Show  how  ordinary  life,  limited  payment  life,  term, 
and  endowment  policies  differ  in  the  following 
particulars: 

a.  maturity. 

b.  relative  size  of  premium. 

c.  number  of  premiums. 

8.  Contrast  clearly  the  natural  premium  and  level 
premium  plans  of  insurance,  showing  when  each  is 
cheaper. 

9.  Show  the  nature  and  necessity  of  maintaining  a 
reserve  in  level  premium  insurance. 

10.  Explain  the  unscientific  character  of  assessment 
insurance.  Under  what  circumstances  can  assessment 
insurance  companies  operate  successfully? 

11.  If  a  married  man  thirty-five  years  of  age,  with  a  wife 
and  two  children  dependent  upon  him,  is  contem¬ 
plating  purchasing  life  insurance,  what  facts  concern¬ 
ing  him  would  you  need  to  know  in  order  to  recom¬ 
mend  the  type  of  insurance  policy  best  suited  to  his 
needs? 

12.  Discuss  the  relation  of  accidents  and  sickness  to 
wages. 

13.  Safety  and  health  insurance  need  not  be  compulsory 
to  be  effective. — Is  this  true?  Why,  or  why  not? 

VII.  Risk  of  Unemployment 

14.  “The  fear  of  unemployment  is  a  powerful  incentive 
to  efficiency  in  production.”  Do  you  think  this  fear 
should  be  eliminated? 
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15.  Make  a  list  of  the  causes  of  unemployment,  and  show 
specifically  whether  there  are  ways  of  eliminating 
or  minimizing  the  importance  of  these  various  causes. 

16.  It  frequently  happens  in  a  given  industry,  that,  due 
to  a  new  invention  or  an  improved  process,  machinery 
is  introduced  into  the  industry  on  a  larger  scale  than 
before.  What  is  the  immediate  effect  of  the  intro¬ 
duction  of  this  new  machinery  on  (1)  the  amount  of 
employment  available  to  workers  and  on  (2)  wages? 
Is  the  situation  any  different,  if  we  take  a  long  period 
of  years  into  consideration? 

17.  In  a  period  of  extreme  business  depression  in  the 
U.  S.  there  may  be  four  or  five  million  wage-earners 
unemployed,  a  high  percentage  of  them  being  con¬ 
centrated  in  the  larger  cities  of  the  country.  Assume 
that  such  a  period  of  depression  has  appeared 
suddenly  and  somewhat  unexpectedly. 

a.  Is  it  possible,  and  desirable,  to  refuse  all  aid  on 
the  ground  that  the  condition  is  an  outcome  of  an 
economic  maladjustment  which  must  be  per¬ 
mitted  to  work  itself  out  and  which  will  do 
best  if  left  alone? 

b.  Assume  that  the  municipal  authorities  have 
appropriated  money  for  relief  measures.  How 
could  this  be  more  advantageously  spent,  in  pro¬ 
viding  relief  through  free  meals  and  lodgings  or 
by  opening  public  employment  headquarters  and 
advertising  for  work? 

c.  As  a  citizen  and  taxpayer,  would  you  consider  it 
desirable  and  economical  to  authorize  an  issue  of 
bonds  for  the  erection  of  public  buildings  and 
the  improvement  of  streets? 

d.  How  can  the  problem  best  be  solved? 

18.  a.  A  new  employment  agreement  has  recently  been 

reached  between  the  Amalgamated  Clothing 
Workers’  Union  and  the  Chicago  Industrial 
Federation  of  Clothing  Manufacturers.  The 
principal  features  of  the  plan  are: 

(1)  Creation  of  an  unemployment  fund  by  equal 
contributions  from  the  employer  and  the 
employees. 
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(2)  Administration  of  the  fund  by  a  board 
chosen  by  agreement  of  both  sides. 

(3)  Benefits  to  be  40%  of  full-time  earnings,  with 
a  maximum  weekly  payment  of  $20,  and  no 
employees  to  be  paid  benefits  for  more  than 
5  weeks  during  the  year. 

b.  In  1923  the  Wisconsin  Legislature  considered  the 
Huber  Unemployment  Insurance  bill  and  in  1925 
the  Heck  bill,  of  which  the  following  are  the  main 
provisions: 

(1)  All  employers  (excepting  those  in  certain 
enumerated  seasonal  industries)  who  employ 
more  than  three  men  are  to  be  subject  to  the 
act. 

(2)  Each  worker  who  becomes  unemployed 
because  of  lack  of  work  in  a  plant  is  to  be 
entitled  to  an  unemployment  benefit  at  the 
rate  of  $1  per  day  for  13  weeks,  unless  he 
should  find  work  in  the  meantime. 

(3)  This  benefit  is  to  be  paid  by  the  individual 
employer  for  whom  the  unemployed  man 
last  worked. 

(4)  A  State  board  is  to  enforce  the  Act. 

c.  Compare  these  two  insurance  plans  with  reference 
to  (1)  the  amount  of  relief  granted  (2)  the  source 
of  the  benefit  payments  (3)  the  administrative 
bodies  and  (4)  the  ultimate  aim  or  object  intended 
to  be  accomplished. 

d.  Which  of  the  two  do  you  prefer?  Is  either  or  are 
both  desirable  innovations  in  industrial  relations? 
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CHAPTER  XVII 
Transportation 

I.  The  Development  of  Transportation  in  the  United 
States  (F)  477-482 

1 .  The  turnpike  period. 

2.  The  river  and  canal  period. 

3.  The  railway  period. 

a.  The  stage  of  experimentation. 

b.  The  stage  of  linear  consolidation. 

c.  The  stage  of  severe  competition. 

d.  The  stage  of  combination  and  regulation. 

II.  Bases  of  Public  Interest  in  the  Railways  (F)  482- 
483,  491-493;  (H)  376-378 

1.  The  peculiar  dependence  of  public  welfare  upon  the 
railway  industry. 

2.  The  exercise  of  the  right  of  eminent  domain  for  the 
railways. 

3.  The  subsidization  of  the  railways. 

a.  Kinds. 

(1)  Land. 

(2)  Money. 

(3)  Privileges. 

b.  Reasons. 

III.  Some  Economic  Characteristics  of  the  Railway 
Business  (H)  379-383 

1.  The  relative  importance  of  fixed  capital.  ' ;  1  i  ' 

2.  The  importance  of  the  principle  of  decreasing  costs. 

3.  The  importance  of  the  principle  of  joint  costs. 

4.  A  natural  monopoly. 

IV.  Classification  of  Railway  Expenses 

1.  Fixed  expenses,  such  as  interest  on  funded  debts, 
rents,  and  taxes,  which  practically  remain  the  same 
regardless  of  the  amount  of  traffic  carried.  About 
25  per  cent  of  all  railroad  expenses  are  of  this  nature. 
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2.  Operating  expenses,  such  as  maintenance  of  way  and 
structure,  maintenance  of  equipment,  and  outlays 
for  labor  and  materials,  all  of  which  are  incurred  as 
a  result  of  using  the  railway  plant.  About  75  per  cent 
of  all  railroad  expenses  are  of  this  kind.  Of  these, 
about  one  half  varies  with  the  traffic  carried,  and 
the  other  half  is  constant,  remaining  about  the  same, 
whether  little  or  much  traffic  is  carried. 

V.  Sources  of  Railway  Revenues 

1.  Operating  revenues. 

2.  Non-operating  income. 

VI.  Theory  of  Freight  Rates  and  Passenger  Fares 

1.  The  general  level  of  rates  (E)  562-565;  (H)  402-408. 
a.  Reasonable  return  on  fair  value  of  railway 

property. 

(1)  Meaning  of  reasonable  return. 

(2)  Meaning  of  fair  valuation. 

2.  Relative  rates  (E)  565-569;  (H)  389-392. 

The  chief  principles  on  which  rates  are  based  are 
the  following: 

a.  The  principle  of  basing  charges  on  the  “cost  of 

the  service.” 

(1)  Various  meanings  of  “cost  of  service.” 

(a)  All  expenses  properly  chargeable  against 
the  service  including  both  operating 
expenses  and  fixed  charges. 

(b)  Only  the  expense  incurred  in  using  the 
plant  to  perform  a  given  service,  thus 
excluding  fixed  charges. 

(c)  Only  the  additional  expense  of  perform¬ 
ing  the  given  service,  assuming  the  plant 
to  be  already  in  operation. 

(2)  The  larger  part  of  railroad  expenses  are 
“joint  costs.” 

(3)  Some  factors  to  consider  in  determining  the 
cost  of  the  service. 

(a)  Distance  or  length  of  the  haul.  It  is  not 
to  be  assumed  that  cost  of  service  is 
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directly  proportional  to  the  distance  a 
commodity  or  person  is  carried. 

(b)  Weight  and  character  of  freight  consign¬ 
ment.  Cost  of  service,  however,  is  not 
directly  proportional  to  the  weight  of  the 
commodity. 

(c)  Density  of  traffic  as  an  element  in  the 
determination  of  relative  rates. 

In  spite  of  the  difficulties  much  progress 
has  been  made  in  the  determination  of  the 
cost  of  the  service  through  improved  systems 
of  cost  accounting.  It  is  doubtful,  however, 
whether  much  more  than  seventy-five  per 
cent  of  the  cost  of  the  service  can  be  ac¬ 
curately  determined. 

b.  The  principle  of  “charging  what  the  traffic  will 
bear.”  (H)  392-393. 

Such  a  charge  may  be  based  on : 

(1)  The  value  of  the  service. 

(2)  The  value  of  the  commodity. 

(3)  The  presence  of  competition. 

(a)  Between  other  roads  and  routes. 

(b)  Between  industries  and  markets. 

c.  The  principle  of  the  “developmental”  rate. 

VI I .  Technique  of  Rate  Making 

1.  The  establishment  of  the  freight  classification 
(H)  386-388. 

2.  The  establishment  of  the  freight  tariff". 

VIII.  Importance  of  Transportation  in  the  Modern  Ex¬ 
change  System  (C)  37 

Modern  systems  of  transportation  and  communication 
have  made  possible  the  extension  of  the  market.  It  is 
the  extent  of  modern  markets,  some  of  them  being 
national  and  even  world  markets,  that  strikingly  differ¬ 
entiates  modern  economic  society  from  earlier  forms  of 
economic  organization. 

Required  Readings 
References  contained  in  above  chapter. 
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Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  303- 
314. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  127-133. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  164-184;  v.  2,  pp.  3-25. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  448-457. 
Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  575-593. 
Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  389-418. 

PROBLEMS 

I.  Development  of  Transportation  in  the  United  States 

1.  Discuss  the  effects  of  the  development  of  transporta¬ 
tion  upon  the  following: 

a.  The  conclusions  of  Malthus  with  reference  to 
population. 

b.  Localization  of  industry. 

c.  Organization  of  the  market. 

d.  The  significance  of  the  doctrine  of  comparative 
costs. 

IF  Bases  of  Public  Interest  in  the  Railways 

2.  “American  states  have  vied  with  one  another  in  giving 
the  railroads — land,  money,  and  privileges.  Then  the 
national  government,  between  1863  and  1869  aided 
the  building  of  the  Pacific  railroads  by  granting  out¬ 
right  twenty  square  miles  of  land  for  every  mile  of 
track,  and  by  lending  the  credit  of  the  government  to 
the  extent  of  fifty  million  dollars.” 

Why  was  this  done?  Was  it  wise  public  policy?  To 
what  present  problems  does  this  past  policy  give  rise? 

III.  Some  Economic  Characteristics  of  the  Railway  In¬ 
dustry 

3.  “Account  for  the  fact  that  we  have  insisted  for  so  long 
on  having  competition  in  the  railway  industry.  Why 
has  it  been  impossible  to  maintain  competition?” 

4.  It  was  urged  in  1922  that  freight  rates  on  agricultural 
products  could  be  decreased  for  the  benefit  of  the 
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farmers  and  without  financial  loss  to  the  railroads. 
Does  this  suggestion  seem  reasonably  possible? 

5.  Show  the  presence  of  joint  costs  in  the  transportation 
of  passengers  and  freight. 

6.  When  a  grocer  finds  that  he  is  losing  money  in  the 
conduct  of  his  business,  he  may  stop  business  and 
perhaps  sell  his  building.  Recently  the  Chicago, 
Milwaukee,  and  Saint  Paul  Railway  found  itself  un¬ 
able  to  meet  its  interest  charges  from  its  current 
receipts.  Why  could  not  the  St.  Paul  follow  the 
example  of  the  grocer? 

7.  In  1874  a  Congressional  Committee  recommended  the 
building  of  additional  railways  to  compete  with  exist¬ 
ing  lines  as  the  best  protection  for  the  public  from 
excessive  railway  charges.  Is  it  possible  to  make  all 
railway  traffic  competitive?  Show  (a)  the  physical 
limitations  of  such  a  plan ;  (b)  the  economic  limitations. 

IV.  Theory  of  Freight  Rates  and  Passenger  Fares 

8.  a.  Assume  that  a  railroad  operating  between  A  and 

B  has  fixed  charges  of  $5,000,000,  operating  ex¬ 
penses  of  $20,000,000,  and  that  the  traffic  handled 
is  25,000,000  tons.  What  is  the  average  cost  of 
service  per  ton? 

b.  What  is  the  operating  cost  of  service  per  ton? 

c.  A  certain  train  is  operating  with  twenty-five  cars 
of  30  tons  each  between  A  and  B  at  an  average 
cost  of  $750,  or  $30  per  car.  A  26th  car  of  30  tons 
is  added  and  the  train  cost  is  found  to  be  $759. 
What  is  the  additional  cost  of  the  specific  service? 

9.  What  are  the  bases  of  determining  the  fair  capital 
value  of  any  business?  Which  of  these  is  being  used  by 
the  Interstate  Commerce  Commission  in  the  valua¬ 
tion  of  railroads?  What  are  the  difficulties  in  con¬ 
nection  with  this  scheme  of  railroad  valuation? 

10.  What  information  should  the  Interstate  Commerce 
Commission  have  before  passing  on  the  question  of 
whether  or  not  a  general  increase  in  rates  is  warranted? 
On  what  conditions  should  a  general  increase  be 
granted? 
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11.  It  has  been  argued  that,  by  decreasing  the  capitalized 
value  of  the  railroads  from  20  billions  to  12  billions, 
the  freight  and  passenger  rates  could  be  correspond¬ 
ingly  reduced.  Is  the  argument  valid? 

12.  The  rate  between  Minneapolis  and  Chicago  for  a 
certain  quantity  of  flour  is  $30  on  both  the  C  .  &  N.  W. 
Ry.  and  the  C.  M.  &  St.  P.  Ry.  The  C.  &  N.  W.  Ry. 
cuts  its  rate  to  $20.  As  a  traffic  manager  for  the 
St.  Paul 

a.  What  difficulty  would  you  encounter  in  seeking  to 
determine  whether  or  not  it  would  be  good  econ¬ 
omy  to  meet  the  cut? 

b.  If  two  thirds  of  the  St.  Paul’s  expenditures  are 
constant  and  one  third  are  variable  and  if  $30 
represents  the  cost  of  the  service  (including  the 
due  share  of  the  constant  expense)  how  much  can 
the  St.  Paul  afford  to  cut  its  rates  rather  than  lose 
the  traffic? 

13.  “In  fixing  railroad  rates,  should  the  following  be 
considered : 

a.  Weight  of  the  commodity? 

b.  Distance  transported? 

c.  The  maintenance  of  industries  already  established 
in  a  particular  section? 

d.  Value  of  commodity? 

e.  Increase  in  value  due  to  place  utility? 

f.  Dividends  on  railroad  stock? 

g.  Changing  price  levels?” 

14.  With  freedom  of  enterprise,  the  guiding  principle  in 
railroad  rate  making  has  been  to  “charge  what  the 
traffic  will  bear.”  Government  regulation  has  em¬ 
phasized  basing  rates  upon  the  cost  of  service.  Show 
how  each  of  these  theories,  in  turn,  must  be  modified 
in  practice  because  of  the  competition  of  other  roads, 
and  the  competition  among  industries  and  localities. 
Show  the  sources  of  strength  and  weakness  of  the 
various  theories  of  freight  rates. 
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Part  III — Value  and  Price 
CHAPTER  XVIII 
Value  and  Price 

I.  The  Ordinary  Meaning  of  Value  (C)  242-243 

Value  is  a  term  that  is  used  in  many  different  senses. 
We  speak  about  the  ethical,  religious,  aesthetic,  political, 
social,  and  economic  values  of  life.  The  common  funda¬ 
mental  meaning  in  all  these  different  uses  is  perhaps 
best  expressed  by  such  words  as  “worth,”  “esteem,” 
“usefulness.”  Value  is  commonly  attributed  to  anything 
that  is  of  use  in  the  satisfaction  of  human  wants. 

II.  Nature  of  Economic  Value 

Goods  have  economic  value  when  they  are  not  only 
useful  but  also  scarce.  Scarce  goods  have  economic  value 
whether  they  are  objects  of  exchange  or  not.  There  are 
economic  values  in  a  self-sufficing  economy,  although 
there  is  an  absence  of  organized  exchange.  Economic 
values  exist  antecedent  to  exchange. 

III.  The  Nature  of  Exchange  Value  and  Price  (E)  143- 
145; (C)  243-245 

Specialization  in  production  having  developed,  ex¬ 
change  became  desirable  and  necessary,  and  with  the 
process  of  exchange  arose  the  problem  of  determining 
value  in  exchange. 

Exchange  or  market  value  is  one  manifestation  of 
economic  value.  It  has  been  aptly  described  as  “power 
in  exchange.”  The  exchange  value  of  a  good  is  its  “power 
to  command  other  desirable  things  in  peaceful  and 
voluntary  exchange.”1  To  have  exchange  value  a  good 
must  sway  man’s  choice.  Some  things  are  chosen,  others 
are  rejected,  because  they  have  a  greater  or  lesser  im¬ 
portance  for  man.  It  is  this  importance  which  things 

Carver,  T.  N.,  Principles  of  Political  Economy,  p.  266. 
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have  when  they  become  man’s  choices  that  gives  them 
exchange  value.  Things  that  already  exist  in  abundance 
will  not  be  chosen.  Hence  free  goods  have  no  exchange 
value.  Of  course,  the  choices  are  not  always  deliberate — 
instinct,  habits  of  experience,  training,  imitation, 
rational  judgment  may  all  motivate  the  choice. 

While  most  economic  values  are  sooner  or  later  ex¬ 
pressed  in  exchange  values,  these  economic  values  are 
something  more  than  mere  ratios  of  exchange.  When 
goods  are  exchanged  for  one  another,  they  must  be 
exchanged  in  some  ratio;  the  economic  values  of  the 
goods,  however,  are  antecedent  to  any  particular  ratio 
of  exchange. 

Price  is  exchange  value  expressed  in  terms  of  money. 

IV.  Analysis  of  Price  in  the  Commodity  Market 
(E)  145-148,  175-176;  (C)  227-228,  262-264,  273-278 

1.  Forces  in  the  determination  of  market  prices. 

a.  Custom. 

b.  Public  authority. 

c.  Monopoly. 

d.  Competition. 

The  essence  of  competition  as  a  price  determin¬ 
ing  factor  lies  in  the  free  interaction  of  demand 
and  supply.  But  the  so-called  law  of  demand  and 
supply  is  a  formula  and  not  a  theory  of  value. 
Both  the  demand  and  the  supply,  in  a  given 
market,  and  over  periods  of  time,  require  ex¬ 
planation  if  exchange  value  itself  is  to  be  under¬ 
stood. 

2.  Nature  of  transactions  in  the  commodity  market. 

3.  The  parties  in  market  transactions. 

a.  The  actual  buyer  and  seller. 

b.  The  potential  buyer  and  seller. 

c.  The  state. 

4.  Subjective  prices  of  prospective  buyers  and  sellers. 

These  are  measured,  respectively,  by  the  largest 
amount  of  other  goods  which  a  person  will  give  for 
a  good,  or  the  smallest  amount  of  other  goods  which 
he  will  accept  for  it.  Market  prices  are  resultants 
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of  the  interaction  of  the  subjective  prices  of  pro¬ 
spective  buyers  and  sellers. 

5.  Influence  of  prevailing  market  prices  on  subjective 
prices. 

6.  Role  of  bargaining  in  market  transactions. 

V.  Explanation  of  Demand  as  a  Price-Determining 

Factor  in  a  Given  Market  at  a  Given  Time  (E)  127— 

132, 148-150 

1.  Meaning  of  demand. 

a.  Demand  means  the  amount  of  a  good  that  buyers 
are  ready  to  purchase  in  a  given  market  at  a 
given  price. 

b.  The  amount  of  a  good  which  buyers  would  be 
ready  to  take  at  some  specified  price  is  called  the 
potential  demand. 

Demand,  whether  actual  or  potential,  expresses 
the  subjective  prices  of  the  prospective  buyers. 

2.  The  determinants  of  demand  or  of  buyers’  subjective 
prices. 

The  chief  task  in  commodity  price  analysis  is  the 
explanation  of  what  determines  the  subjective  prices 
of  the  parties  to  a  market  transaction.  The  elements 
in  buyers’  subjective  prices,  which  make  demand 
effective,  are  three: 

a.  Purchasing  power. 

b.  Marginal  utility  (relative  importance  of  a  good). 

c.  Choice. 

3.  Purchasing  power  as  a  determinant  of  demand. 

Desire  for  a  good  is  not  equivalent  to  demand  for 
it.  Desire  can  only  be  translated  into  effective 
market  demand  through  the  possession  of  purchasing 
power. 

4.  Marginal  utility  as  a  determinant  of  demand. 

a.  Utility.  Purchasing  power  is  only  spent  for  such 
commodities  and  services  as  will  gratify  human 
wants.  The  mere  fact  that  a  thing  is  wanted  in 
the  satisfaction  of  a  human  desire  is  not  sufficient 
to  explain  its  exchange  value.  The  question  is, 
how  much  or  how  badly  is  it  wanted?  How  much 
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of  his  possessions  or  control  over  other  goods  is 
a  person  willing  to  give  in  exchange  for  a  given 
good?  The  answer  to  this  question  involves  an 
understanding  of  diminishing  utility  and  of 
marginal  utility. 

b.  The  law  of  diminishing  utility.  In  determining 
how  much  a  person  is  willing  to  offer  for  a  unit 
of  a  given  good,  he  is  influenced  by  a  certain  fact 
of  experience,  which  economists  have  called  the 
law  of  diminishing  utility.  This  law  states  that 
the  intensity  of  a  person’s  desire  for  a  good 
decreases  as  he  acquires  successive  units  of  it. 

c.  The  importance  of  marginal  utility.  By  the 
marginal  utility  of  a  good  is  meant  the  utility  of 
any  one  of  the  homogeneous  units  of  a  good. 
Marginal  utility  does  not  mean  the  utility  of  any 
particular  unit,  but  the  utility  dependent  on  the 
possession  of  any  one  unit  of  a  given  stock. 

Marginal  utility  depends  upon  the  intensity  of 
the  want  that  is  satisfied  through  the  possession 
of  one  unit  of  a  given  stock  of  goods.  The  larger 
one’s  supply  of  a  given  good,  the  lower  in  general 
will  be  its  marginal  utility.  The  smaller  one’s 
supply  of  a  given  good,  the  higher  in  general  will 
be  its  marginal  utility. 

Whether  marginal  utility  is  defined  as  the 
utility  of  any  one  of  the  units  of  a  stock  of  goods 
on  hand  or  of  an  additional  unit  to  be  acquired 
varies  with  the  viewpoint  of  prospective  seller 
or  purchaser.  To  the  prospective  seller,  the 
marginal  utility  of  a  good  is  the  utility  he  would 
sacrifice  through  parting  with  one  unit  of  the  good. 
To  the  prospective  purchaser,  the  marginal  utility 
of  a  good  is  the  degree  of  importance  he  attaches 
•  to  the  possession  of  an  additional  unit  of  the  good. 
If  the  units  under  consideration  are  very  small, 
the  difference  between  the  utility  of  any  one  of 
the  units  on  hand  and  the  utility  of  an  additional 
unit  becomes  negligible. 

What  the  prospective  buyer  always  considers 
in  making  a  purchase  is  the  utility  to  him  of 
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“a  little  more  or  a  little  less.”  Men  rarely  buy 
the  total  supply  of  a  good.  It  is  usually  the  utility 
of  a  “little  more  or  a  little  less”  that  determines 
their  judgment  of  the  value  of  a  good  to  them¬ 
selves  and  not  its  total  utility.  To  this  “little 
more  or  less”  the  term  marginal  has  been  given, 
and  its  utility  is  the  marginal  utility  (C)  266-272. 

5.  Choice  as  a  determinant  of  demand. 

Given  both  purchasing  power  and  marginal  utility, 
the  prospective  buyer  must  choose  how  he  will  use 
his  purchasing  ability — whether  to  buy  or  not  to  buy. 
The  buyer,  not  the  seller,  has  the  determining  choice 
to  make. 

Explanation  of  Supply  as  a  Price-Determining 

Factor  in  a  Given  Market  at  a  Given  Time  (E)  154— 
156; (C)  262 

1 .  Meaning  of  supply. 

a.  Market  supply  means  the  amount  of  a  good  that 
sellers  are  ready  to  sell  in  a  given  market  at  a 
given  price. 

b.  Potential  supply. 

The  amount  of  a  commodity  which  at  any 
given  time  is  available  for  a  given  market  con¬ 
stitutes  the  potential  supply. 

2.  The  determinants  of  supply  or  of  sellers’  subjective 
prices. 

a.  Purchasing  power.  The  commodity  or  service  for 
sale  represents  the  seller’s  purchasing  power;  with 
it  he  can  hope  to  buy  the  money  of  the  other  party 
to  the  transaction. 

b.  Cost.  The  ordinary  seller,  such  as  a  merchant,  is 
influenced  by  the  cost  of  the  good,  including  his 
cost  in  offering  it  for  sale.  Sometimes,  to  be  sure, 
goods  must  be  sold  regardless  of  cost  and  the 
sellers  must  accept  a  loss. 

c.  Choice.^  The  seller  must  choose  whether  to  sell  a 
good  atTa  given  price  or  to  withhold  it  from  the 
market. 
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VII.  Explanation  of  Commodity  Prices  (E)  156-157,  190- 
197 

When  the  subjective  price  of  a  good  to  a  prospective 
buyer  is  equal  to  or  greater  than  the  subjective  price  of 
that  good  to  a  prospective  seller,  an  exchange  is  possible 
and  a  market  price  will  be  established  through  bargain¬ 
ing. 

There  are  four  possible  cases  of  the  market. 

1 .  The  case  of  one  buyer  and  one  seller. 

2.  The  case  of  several  buyers  and  one  seller  as  illustrated 
by  the  auction — “seller’s  monopoly.” 

a.  A  single  good  for  sale. 

b.  Several  identical  goods  for  sale. 

c.  Freely  reproducible  goods.  This  is  the  typical 
monopoly  situation. 

(1)  The  determination  of  monopoly  price. 

The  monopolist  controls  the  supply  but 
not  the  demand.  He  endeavors  so  to  adjust 
his  output  to  the  existing  demand  that  he 
will  secure  the  highest  net  returns. 

(2)  Elements  in  the  demand  which  influence 
monopoly  price. 

The  elasticity  of  the  demand  limits  the 
monopolist  in  his  determination  of  price. 
The  monopoly  price  of  goods  the  demand  for 
which  is  relatively  elastic  must  be  low;  the 
monopoly  price  of  goods  the  demand  for 
which  is  relatively  inelastic  may  be  high. 

3.  The  case  of  one  buyer  and  several  sellers — “buyer’s 
monopoly.” 

4.  The  case  of  several  buyers  and  several  sellers. 

a.  The  market,  illustrated  by  produce  markets, 
boards  of  trade,  stock  exchanges. 

b.  The  retail  store. 

5  Graphic  presentation  of  price. 

a.  Construction  of  demand  schedule.  Each  buyer 
in  the  market  formulates  a  more  or  less  definite 
schedule  of  subjective  prices.  The  demand 
schedule  of  a  given  market  is  a  composite  of  the 
subjective  prices  of  all  prospective  buyers. 
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b.  Construction  of  supply  schedule.  Each  seller  in 
the  market  formulates  a  more  or  less*  definite 
schedule  of  subjective  prices.  The  supply  schedule 
of  a  given  market  is  a  composite  of  the  subjective 
prices  of  all  prospective  sellers. 

c.  Graphic  determination  of  market  price  by  use  of 
demand  and  supply  curves. 

Market  price  is  set  at  the  point  of  equilibrium 
between  demand  and  supply.  At  this  price  no 
one  wishing  to  buy,  fails  to  buy;  no  one  willing 
to  sell,  fails  to  sell.  Market  price  is  the  price  at 
which  the  largest  number  of  transactions  can 
take  place.  Usually  certain  buyers  and  certain 
sellers  fail  to  reach  an  agreement,  because  their 
subjective  prices  are  either  too  low  or  too  high. 
6.  The  relation  of  market  price  to  imputed  price. 

VIII.  Normal  Market  Price  (E)  158-174;  (C)  250-261 

The  prices  established  through  the  interaction  of 
demand  and  supply  in  a  given  market  at  a  given  time 
react  upon  future  demand  and  supply.  Market  prices 
may  at  times  be  too  high  or  too  low  for  permanent 
maintenance  at  such  a  level.  Such  prices  are  regarded 
as  abnormal. 

Competitive  market  prices  tend  toward  a  level  which 
is  called  normal  price.  Normal  price  is  the  long-time 
trend  of  market  prices.  In  the  long  run,  if  goods  are 
-  reproducible,  if  productive  agents  are  mobile,  and  if 
competition  is  effective,  the  market  price  of  goods  will 
tend  to  equal  their  cost  of  production — what  is  more, 
the  cost  of  production  at  the  margin. 

Such  costs  alone,  however,  cannot  explain  market 
price;  they  must  be  sanctioned  by  demand. 

IX.  Long-Time  Factors  Affecting  Commodity  Prices 
1.  Elasticity  in  the  demand  (E)  150-153. 

Variations  in  the  elasticity  of  demand  in  the  case  of 

a.  Necessities. 

b.  Luxuries. 

c.  Habitual  consumption  goods. 

d.  Non-habitual  consumption  goods. 
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e.  Goods  for  which  there  are  adequate  substitutes. 

f.  Persons  with  large  incomes. 

g.  Persons  with  small  incomes. 

2.  Social  changes  in  the  consumption  habits  of  people, 
such  as  those  effected  by  education,  travel,  fashion, 
advertising. 

3.  Character  of  the  supply. 

a.  Physical  limitation  of  supply. 

b.  Monopolistic  limitation  of  supply. 

c.  Expense  of  production. 

Fixed  and  variable  expenses  in 

(1)  Industries  characterized  by  increasing  ex¬ 
pense  per  unit  of  product. 

(2)  Industries  characterized  by  decreasing  ex¬ 
pense  per  unit  of  product. 

(3)  Industries  characterized  by  constant  ex¬ 
pense  per  unit  of  product. 

4.  Changes  in  the  general  level  of  prices. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  335- 
363,471-483. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  242-278,  123-129. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  1 13— 
143,  166-193. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  22-25,  223-367. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  89-121,  219- 

222. 
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PROBLEMS 

I.  The  Ordinary  Meaning  of  Value 

1.  The  human  values  of  life  include  the  more  strictly 
economic  values. — To  what  extent  are  all  human 
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values  influenced,  if  not  determined,  by  economic 
considerations? 

II.  Nature  of  Economic  Value 

2.  Economic  value  exists  whenever  there  is  a  scarcity 
of  want-satisfying  goods. — Apply  this  to  the  self- 
sufficing  household  economy,  showing  that  goods 
may  have  economic  value  without  being  actuallv 
exchanged. 

III.  Nature  of  Exchange  Value  and  Price 

3.  The  price  system  has  a  more  pervasive  and  com¬ 
pelling  influence  over  the  life  of  the  average  individ¬ 
ual  than  the  political  government  under  which  he 
lives. — In  what  sense  is  this  true? 

IV.  Analysis  of  Price  in  the  Commodity  Market 

4.  The  so-called  law  of  demand  and  supply  is  merely 
a  formula,  stating  that  demand,  supply,  and  price 
vary  with,  and  can  not  be  separated  from,  each 
other.  It  is  in  no  sense  a  theory  of  value. — Explain. 

5.  The  law  of  supply  and  demand  operates  in  every 
market,  whether  the  dominant  factor  influencing 
the  determination  of  price  is  custom,  public  author¬ 
ity,  monopoly,  or  free  competition. — Illustrate  from 
your  own  experience  how  non-competitive  factors 
influence  prices. 

V.  Explanation  of  Demand  as  a  Price-Determining 
Factor  in  a  Given  Market  at  a  Given  Time 

6.  Market  prices  clearly  influence  the  valuations  of 
individuals;  do  individual  valuations  likewise  in¬ 
fluence  market  prices?  How  else  would  you  account 
for  the  fact  that  prices  are  constantly  changing? 

7.  Sirloin  steak  sells  at  forty  cents  a  pound.  A  working 
man  and  his  employer,  coming  into  the  market  at 
the  same  time,  purchase  two  pounds  each.  Are  the 
subjective  prices  of  the  two  buyers  equal?  What 
has  either  of  them  to  do  with  the  price  of  steak? 

8.  The  subjective  price  which  an  individual  consumer 
is  willing  to  pay  for  a  good  is  said  to  be  determined 
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by  his  marginal  utility.  What  considerations  in¬ 
fluence  the  wholesale  buyer? 

VI.  Explanation  of  Supply  as  a  Price-Determining 

Factor  in  a  Given  Market  at  a  Given  Time 

9.  The  butcher  in  the  above  problem  (number  7)  does 
business  at  greater  cost  per  unit  of  sale  than  his 
competitor  across  the  street.  Are  the  subjective 
prices  of  the  two  sellers  equal?  What  has  either  of 
them  to  do  with  the  price  of  steak? 

10.  To  what  extent  does  the  seller’s  cost  affect  his 
subjective  price?  Under  what  conditions  will  his 
subjective  price  fall  below  his  cost  of  production? 

VII.  Explanation  of  Commodity  Prices 

11.  Show  the  relative  importance  of  utility  and  cost  of 
production  in  the  determination  of  market  value. 

12.  Prices  are  always  determined  in  individual  business 
transactions,  even  where  many  buyers  and  sellers 
compete  freely.— Show  how  this  statement  applies 
to  the  Chicago  wheat  market.  What,  then,  is  meant 
by  “equilibrium  price,”  and  how  is  it  determined? 

13.  In  a  given  market  the  demand  for  and  supply  of 
strawberries  is  as  indicated  in  the  following  sched¬ 
ules: 


Price  per  box 

Demand  in  boxes 

Supply  in  boxes 

$.08 

2600 

100 

.12 

2100 

600 

.16 

1800 

1100 

.20 

1450 

1400 

.24 

1250 

1600 

.28 

1100 

1800 

.32 

950 

2000 

.36 

800 

2150 

.40 

700 

2300 

.44 

600 

2400 

a.  Plot  the  demand  and  supply  curves  and  deter¬ 
mine  the  market  price. 

b.  Suppose  the  demand  to  be  twice  as  great  at 
each  of  the  above  prices,  the  supply  remaining  as 
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15. 


indicated.  Construct  the  new  demand  schedule, 
plot  the  demand  and  supply  curves,  and  deter¬ 
mine  the  market  pi  ice. 

c.  Suppose  the  supply  to  be  one  half  as  great  at 
each  of  the  above  prices,  the  demand  remaining 
as  indicated.  Construct  the  new  supply  schedule, 
plot  the  demand  and  supply  curves,  and  deter¬ 
mine  the  market  price. 

d.  Suppose  both  the  demand  and  supply  to  be 
twice  as  great  at  each  of  the  above  prices  as 
indicated.  Construct  the  new  schedules,  plot 
the  demand  and  supply  curves,  and  determine 
the  market  price. 

a.  Assume  that  in  a  given  market  the  prospective 
buyers  have  the  following  subjective  prices: 

A  will  buy  1  unit  at  $30;  or  2  at  $21  each;  or  3 
at  $16  each. 

B  will  buy  1  unit  at  $26;  or  2  at  $20  each;  or  3 
at  $15  each. 

C  will  buy  1  unit  at  $22;  or  2  at  $17  each;  or  3 
at  $12  each. 

D  will  buy  1  unit  at  $18;  or  2  at  $14  each;  or  3 
at  $10  each. 

b.  Assume  that  the  sellers,  each  of  whom  is  willing 
to  sell  one  unit,  have  the  following  subjective 
prices: 

M,  $12;  N,  $17;  O,  $20;  P,  $9;  Q,  $15;  R,  $18; 
S,  $8;  T,  $14;  U,  $16;  V,  $10;  W,  $11;  X,  $14. 

c.  Construct  the  demand  and  supply  schedules  for 
the  above  market. 

d.  Plot  the  demand  and  supply  curves  for  the  above 
market. 

e.  Determine  the  market  price. 

f.  Why  is  this  the  equilibrium  price? 

g.  Why,  assuming  that  subjective  prices  remain 
constant,  could  the  market  price  be  neither 
higher  nor  lower? 

Describe  the  market  relationship  of  buyers  and 
sellers  in  the  case  of  monopoly.  In  the  absence  of 
government  regulation,  how  would  the  monopolist 
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fix  the  price  of  his  goods,  provided  he  knew  the 
subjective  prices  of  all  the  possible  buyers?  Not 
being  a  mind-reader,  how  does  he  set  the  price? 

16.  In  a  certain  market  for  a  given  commodity  there 
could  be  sold 

1,000  units  at  55c  per  unit,  costing  17c  per  unit 
1,350  units  at  45c  per  unit,  costing  16c  per  unit 
2,000  units  at  35c  per  unit,  costing  15c  per  unit 
4,000  units  at  30c  per  unit,  costing  13c  per  unit 
6,000  units  at  25c  per  unit,  costing  1 2c  per  unit 
10,000  units  at  20c  per  unit,  costing  1  lc  per  unit 
20,000  units  at  15c  per  unit,  costing  10^c  per  unit 
25,000  units  at  14c  per  unit,  costing  10c  per  unit 
28,000  units  at  13c  per  unit,  costing  9fc  per  unit 
30,000  units  at  1 2c  per  unit,  costing  9c  per  unit 
35,000  units  at  1  lc  per  unit,  costing  8§c  per  unit. 

a.  Determine  the  monopoly  price. 

b.  Determine  the  monopoly  price  if  a  tax  of  $250 
is  levied  upon  the  industry  as  a  whole. 

c.  Determine  the  monopoly  price  if  a  tax  of  1%  is 
levied  on  the  net  profits. 

d.  Determine  the  monopoly  price  if  a  tax  of  lc  is 
levied  on  each  unit  sold. 


17. 


a.  Suppose  a  monopolist  could  know  in  advance 
the  demand  schedule  and  the  cost  schedule  of  his 
commodity,  where  would  he  fix  the  price  in  the 
following  case: 


b. 


Demand  Schedule  Cost  Schedule 


10  units  at  $1000 
20  units  at  800 
30  units  at  700 
40  units  at  600 
60  units  at  500 
80  units  at  450 
100  units  at  400 


10  units  at  $500 
20  units  at  460 
30  units  at  450 
40  units  at  430 
60  units  at  425 
80  units  at  420 
100  units  at  415 


Determine  the  price  if  the  manufacturer  were 
taxed  $100  on  every  unit  he  sold. 

Determine  the  price  if  the  manufacturer  were 
taxed  $1000  a  year. 
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18.  What  fare  will  be  charged  by  a  street  car  company 

having  an  exclusive  franchise  and  not  subject 
to  regulation  if 

at  10c  400 , 000  fares  per  annum  can  be  sold, 

at  9c  500,000  fares  per  annum  can  be  sold, 
at  7c  900, 000  fares  per  annum  can  be  sold, 
at  6c  1 , 000 , 000  fares  per  annum  can  be  sold, 
at  5c  1 , 200 , 000  fares  per  annum  can  be  sold, 
at  4c  1 , 500 , 000  fares  per  annum  can  be  sold, 
the  fixed  expenses  being  $10,000  per  annum  and 
variable  expense  3c  per  fare? 

Record  mathematical  operations  in  tabular  form. 

19.  The  interaction  of  demand  and  supply  determines 
price.  Price  in  its  turn,  however,  affects  the  quantity 
of  a  good  that  will  be  offered  for  sale,  and  the 
amount  that  buyers  will  purchase. — If  these  state¬ 
ments  be  true,  is  the  economist  arguing  in  a  circle  in 
explaining  price  through  the  interaction  of  demand 
and  supply? 

20.  Fixed  prices  have  come  to  be  the  rule,  rather  than 
the  exception,  in  retail  stores. — Has  the  individual 
buyer  any  bargaining  power  or  control  over  prices, 
where  prices  are  fixed  by  the  seller?  How  do  you 
account  for  the  frequency  of  “sales”? 

21.  Boot  and  shoe  companies  in  New  England  have  been 
known  to  sell  shoes  to  Americans  at  $7  and  $8  per 
pair,  while  they  shipped  cargoes  of  the  same  kind  of 
shoes  to  Europe  for  sale  at  $3  and  $5.  How  was  it 
possible  for  them  to  maintain  this  price  differential? 

VIII.  Normal  Market  Price 

22.  The  government  can  stimulate  the  production  of 
wheat  by  fixing  the  price  above  the  current  market 
price.  It  is  argued  that  increased  production  at 
decreasing  cost  per  bushel  will  eventually  bring 
down  the  price  of  wheat.  Do  you  agree? 

23.  What  is  meant  by  saying  that  a  good  is  not  produced 
because  the  cost  of  production  is  too  high? 

24.  Why  does  normal  price  in  the  long  run  tend  to 
approximate  cost  of  production?  Under  what  con¬ 
ditions  is  this  true? 
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IX.  Factors  Affecting  Commodity  Prices 

25.  Contrast  the  effects  of  a  rise  in  price  upon  the 
demand  for  butter  and  for  diamonds.  What  would 
be  the  effect  upon  the  demand  in  each  case  if 
(a)  oleomargarine  could  be  satisfactorily  substituted 
for  butter,  (b)  synthetic  diamonds  could  be  substi¬ 
tuted  for  the  natural  stone? 

26.  It  is  said  that  the  large-scale  producers,  through 
their  use  of  trademarks  and  national  advertising 
campaigns,  virtually  control  the  consumer’s  demand 
for  goods,  as  well  as  the  price  which  he  must  pay. 
Discuss  this  contention,  showing  to  what  extent 
sellers  influence  demand  and  price.  Do  buyers, 
then,  exercise  no  effective  control  over  supply  and 
price? 
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CHAPTER  XIX 
Wages 

I.  The  Nature  of  Wages  (C)  279-283,  (D)  307-316 

1.  Money  wages  are  wages,  expressed  in  the  monetary 
unit  of  a  country,  that  are  paid  the  laborer  for  his 
services  during  a  specified  period  of  time.  They  are 
sometimes  called  nominal  wages. 

2.  Real  wages  are  measured  in  terms  of  the  purchasing 
power  of  the  money  wages  received. 

II.  Analysis  of  Wages  in  the  Labor  Market 

1 .  Forces  in  the  determination  of  wages. 

a.  Custom. 

b.  Public  authority. 

c.  Monopoly. 

d.  Competition. 

2.  Nature  of  wage  transactions. 

3.  The  parties  in  wage  transactions. 

a.  The  actual  employer  and  employee. 

b.  The  potential  employer  and  employee. 

c.  The  state. 

4.  Subjective  prices  of  prospective  employers  and  em¬ 
ployees.  These  find  expression  in  the  market  demand 
for  and  market  supply  of  labor. 

5.  Influence  of  prevailing  market  wages  (the  “going” 
rate  of  wages)  on  the  subjective  prices  of  employers 
and  employees. 

6.  Role  of  bargaining  in  wage  transactions. 

a.  Individual  bargaining. 

b.  Collective  bargaining. 

Influence  of  union  standards. 

III.  Explanation  of  the  Demand  for  Labor  (E)  385-387, 
423-427;  (C)  283-285;  (D)  215-219 

1.  Meaning  of  the  demand  for  labor. 
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2.  Sources  of  the  demand  for  labor. 

a.  Entrepreneurs,  who  hire  laborers  on  account  of 
their  productivity. 

b.  Consumers,  who  hire  laborers  for  personal  services 
in  the  direct  satisfaction  of  wants. 

3.  The  determinants  of  demand  or  of  employers’  sub¬ 
jective  prices.  Every  employer  is  a  buyer  of  the 
services  of  labor.  His  subjective  price  expresses  choice 
(his  willingness  to  buy  the  services  of  labor  rather  than 
to  dispense  with  them),  and  implies  purchasing  power 
to  make  his  choice  effective.  The  maximum  that  the 
entrepreneurial  employer  can  afford  to  offer  for  the 
services  of  labor  is  determined  by  his  estimate  of  the 
productivity  of  labor. 

4.  The  productivity  of  labor  as  a  determinant  of  demand. 

a.  Value  of  the  product. 

Wages  ultimately  are  paid  out  of  the  value  of 
the  product  created  by  labor.  Commonly  the 
product  created  by  labor  does  not  have  its  full 
value  until  some  time  in  the  future.  The  most  that 
the  employer  can  pay  in  the  present  is  the  present 
value  of  the  anticipated  future  value  product.  He 
discounts  this  estimated  future  value  product  to 
the  present,  the  result  being  his  maximum  sub¬ 
jective  price. 

b.  Law  of  diminishing  productivity  and  the  margin 
of  employment. 

In  formulating  estimates  of  the  future  value 
product  of  labor,  the  employer  (and  the  laborer, 
also)  must  take  the  law  of  diminishing  productivity 
and  the  margin  of  employment  into  consideration. 

Labor,  like  all  agents  in  production,  is  subject 
to  the  law  of  diminishing  productivity.  If  the 
number  of  laborers  in  a  given  establishment  is 
increased,  all  other  factors  remaining  the  same, 
within  limits  the  total  product  may  be  somewhat 
increased ;  but  sooner  or  later  the  point  of  diminish¬ 
ing  productivity  is  reached — the  point  beyond 
which  the  product  per  laborer  decreases  as  the 
number  of  laborers  is  increased. 
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Eventually,  moreover,  a  point  is  reached  where 
an  additional  laborer  will  add  a  product  no  greater 
than  the  additional  cost  of  his  labor,  as  determined 
by  other  considerations.  This  is  the  margin  of  em¬ 
ployment,  and  the  product  attributable  to  the  em¬ 
ployment  of  such  laborer  is  the  marginal  product 
of  labor. 

In  the  explanation  of  wages,  some  economists 
emphasize  the  marginal  product  of  labor,  i.e.,  the 
value  added  to  the  product  by  any  one  of  a  group 
of  laborers  who  finds  employment  under  conditions 
least  favorable  to  his  productiveness.  The  reason 
for  these  unfavorable  conditions  lies  not  in  the 
laborer  (for  he  may  be  assumed  to  have  efficiency 
equal  to  that  of  any  of  the  others),  but  in  the  fact 
that  there  is  a  limit  to  the  number  of  men  that 
can  be  advantageously  employed  on  a  given  job. 
While  there  is  most  assuredly  a  relation  between 
productivity  and  the  wages  that  can  be  paid,  the 
so-called  marginal  productivity  explanation  of 
wages  is  based  upon  assumptions  which  greatly 
limit  its  applicability.  The  theory  asserts  that  the 
wages  of  any  group  tend  to  equal  the  marginal 
product  of  labor.  At  best  the  theory  explains  the 
wages  that  can  be  paid  to  any  laborer  within  a 
particular  group;  it  does  not  explain  what  deter¬ 
mines  the  location  of  the  margin  of  employment 
of  the  group. 

IV.  Explanation  of  the  Supply  of  Labor  (C)  285-288, 
301-307;  (E)  427-437;  (M)  560-562;  (D)  479-480,  485- 
488,  490-496 

1.  Meaning  of  the  supply  of  labor. 

2.  Distinctive  characteristics  of  the  labor  supply. 

a.  Perishability. 

b.  Inseparability  of  labor  from  the  person  of  the 
laborer. 

c.  Comparative  immobility. 

3.  Relation  of  the  composition  of  the  population  to  the 

supply  of  labor. 
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a.  Sex. 

b.  Age. 

4.  Relation  of  the  growth  of  the  population  to  the  supply 
of  labor. 

a.  Statement  of  the  Malthusian  theory  of  population : 
Population  has  a  tendency  to  outrun  the  food 
supply  and  is  only  held  back  by  the  operation  of 
certain  positive  checks  which  result  in  a  high  death 
rate,  and  certain  preventive  checks,  which  result 
in  a  low  birth  rate. 

b.  Criticism  of  the  Malthusian  theory  of  population. 

5.  The  determinants  of  supply  or  of  employees’  sub¬ 
jective  prices. 

The  wage  worker  is  a  seller  of  his  services.  His 
subjective  price  expresses  his  choice  to  sell  his  services 
for  a  given  money  equivalent.  The  chief  determinants 
of  the  wage  worker’s  subjective  price  are  the  following: 

a.  The  standard  of  living.  This  determines  what  he 
feels  he  ought  to  have.  The  standard  of  living  may 
under  some  circumstances  shade  into  a  subsistence 
minimum. 

(1)  Short-time  effects  of  the  standard  of  living 
upon  wages. 

(2)  Long-time  effects  of  the  standard  of  living 
upon  wages. 

b.  Disutility  of  labor  and  desire  for  leisure. 

c.  Estimate  of  productivity. 

V.  Explanation  of  Wages  (E)  437-438 

The  interaction  of  the  demand  for  labor  and  the  supply 
of  labor  in  the  determination  of  wages  finds  expression  in 
the  wage  contract.  The  wages  actually  paid  are  fixed  by 
agreement  between  the  employer  and  employee.  When¬ 
ever  there  is  an  equality  or  overlapping  of  the  subjective 
prices  of  prospective  employers  and  employees,  a  wage 
agreement  is  possible  and  a  wage  rate  will  be  established 
through  bargaining. 

E  The  limits  of  the  wage  bargain  in  the  typical  com¬ 
petitive  labor  market. 

2.  Wages,  a  resultant  of  the  equilibrium  between  demand 
and  supply. 
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3.  Graphic  presentation  of  wages. 

4.  Reasons  why  in  a  given  competitive  market,  wages 
can  neither  be  higher  nor  lower  than  the  equilibrium 
price. 

VI.  Factors  Affecting  Wages 

1.  Elasticity  in  the  demand  for  labor. 

a.  Changes  in  the  demand  for  the  products  of  labor. 

b.  Ease  of  substitution  of  capital  goods  or  natural 
resources  for  labor. 

2.  The  mechanization  of  industry. 

3.  The  technical  education  of  labor. 

4.  The  existence  of  alternative  opportunities. 

5.  Nature  of  the  occupation. 

a.  Its  agreeableness  or  disagreeableness. 

b.  Its  regularity  or  irregularity. 

c.  Its  safety  or  danger. 

d.  Its  responsibility. 

e.  Expense  of  requisite  education. 

VII.  Principles  Governing  the  Determination  of  a  Fair 
Wage 
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problems 

I.  The  Nature  of  Wages 

1.  The  material  well-being  of  the  laborer  may  be  ac¬ 
curately  measured  by  translating  the  nominal  wage  in 
his  pay  envelope  into  purchasing  power. — Criticize  this 
statement,  showing  in  what  respects  it  is  inadequate. 

2.  It  is  sometimes  assumed  that  the  amount  of  wages  paid 
to  labor  can  be  increased  only  at  the  expense  of  the 
other  shares  in  distribution. — In  what  other  ways  can 
real  wages  be  increased? 

III.  Explanation  of  the  Demand  for  Labor 

3.  The  wages  of  any  laborer  are  an  expression  of  the 
demand  for  and  the  supply  of  labor.  What  labor 
demand  is  meant? 

a.  Demand  for  labor  in  general? 

b.  Demand  for  labor  in  his  particular  trade? 

c.  Demand  for  any  kind  of  work  that  he  can  do? 

4.  Do  the  laborers  of  the  building  trades  of  a  given  city 
profit  by  a  general  conflagration  in  that  city?  Do  they 
profit  by  the  erection  of  many  public  buildings? 

IV.  Explanation  of  the  Supply  of  Labor 

5.  Can  the  labor  supply  ever  increase  without  a  cor¬ 
responding  increase  in  population? 

6.  Malthus’  distinctive  contribution  was  that  he  called 
attention  to  the  constant  pressure  of  population  upon 
the  food  supply, — due  to  the  fact  that  their  possible 
rates  of  increase  are  unequal,  according  to  “natural 
law.” 

a.  What  reason  did  Malthus  give  for  saying  that 
population  could  double  itself  every  25  years,  if  the 
food  supply  were  unlimited? 

b.  Why  did  he  say  that,  even  with  a  larger  population 
and  labor  supply,  the  “product  of  the  land”  (food 
supply)  could  not  possibly  increase  with  the  same 
rapidity? 

c.  If  Malthus  was  right, — regardless  of  the  exact 
figures  he  used, — in  saying  that  population  con¬ 
stantly  tends  to  outrun  the  food  supply,  what  con¬ 
clusion  must  be  drawn  as  to  the  future  outlook  for 
society? 
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7.  a.  How  did  the  doctrine  of  population  pressure  fit  and 
explain  the  facts  of  history,  as  Malthus  knew  them? 

b.  Did  Malthus  conclude  that  war,  starvation,  and 
disease  are  the  only  methods  of  relieving  over¬ 
population? 

c.  Is  the  subsistence  theory  of  wages  a  necessary 
corollary  to  the  Malthusian  doctrine  of  population 
pressure? 

8.  a.  Does  population  always  increase  with  an  increase 

in  the  food  supply? 

b.  Do  population  statistics  for  the  past  100  years, 
then,  disprove  the  “natural  law”  of  population 
increase? 

c.  While  the  Industrial  Revolution  and  the  develop¬ 
ment  of  our  modern  economic  system  have  resulted 
in  an  increased  food  supply,  what  forces  have  been 
operating  (1)  to  decrease  the  death  rate?  (2)  to 
decrease  the  birth  rate? 

d.  To  what  extent  has  the  decrease  in  the  birth  rate 
affected  the  various  classes  of  our  population? 
What  effect  has  this  had  on  the  character  of  our 
labor  supply? 

9.  Criticize  the  following  statements: 

a.  The  Malthusian  theory  may  apply  in  India  and 
China,  but  has  no  significance  in  England,  France, 
and  the  United  States. 

b.  The  more  Americans  the  better,  since  every  mouth 
that  comes  into  the  country  brings  two  hands  with 
which  to  feed  it. 

c.  “One  needs  but  compare  the  population  pressures 
in  France,  Germany,  Russia,  and  Japan  to  realize 
that,  even  today,  the  real  enemy  of  the  dove  of 
peace  is  not  the  eagle  of  pride  or  the  vulture  of 
greed,  but  the  stork.” 

V.  Explanation  of  Wages 

10.  Analyze  what  considerations  affect  the  subjective 

prices  placed  upon  the  services  of  labor  by  the  pro¬ 
spective  employer  and  by  the  prospective  employee. 

Show  the  role  of  bargaining  in  the  determination  of 

wages. 
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11.  A  young  man  finds  he  has  the  option  of  working  as  a 
common  laborer  at  40  cents  an  hour,  as  a  brick-layer 
at  $1.50  an  hour,  as  a  bank  clerk  at  75  cents  an  hour, 
and  as  a  roustabout  in  a  powder  mill  at  60  cents  an 
hour.  Explain  the  difference  in  wage  rates  as  fully 
as  possible. 

12.  Union  activity  can  have  no  effect  on  the  price  paid 
for  labor,  since  wages  are  fixed  at  the  point  where  the 
demand  for  labor  and  the  supply  of  labor  are  in 
equilibrium. — Criticize  this  statement. 

VI.  Factors  Affecting  Wages 

13.  If  brick-layers  in  a  given  community  are  receiving 
$10.00  per  day  and  bank  clerks  are  getting  $4  per 
day,  why  isn’t  there  a  great  exodus  of  workers  from 
the  latter  to  the  former  group? 

14.  Why  is  it  that  the  heavy,  dirty,  and  disagreeable  work 
of  the  world  is  usually  paid  less  than  agreeable  work? 
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CHAPTER  XX 
Interest 

I.  The  Nature  of  Interest  (E)  490-491,  495 

Interest  is  the  price  for  the  use  of  capital,  whether  the 
owner  lends  his  capital  to  someone  else  or  employs  it 
in  his  own  business.  Some  capitalists  are  unwilling  to 
assume  entrepreneurial  risks,  but  prefer  to  lend  their 
capital  to  others,  accepting  loan  interest  payments  in 
return.  Others  prefer  to  use  capital  in  their  own  business 
enterprises,  properly  attributing  part  of  the  business 
earnings  to  the  invested  capital,  and  allowing  interest 
for  its  use.  Conventionally  the  value  of  capital  is  ex¬ 
pressed  in  money,  and  both  loan  interest  and  interest  on 
an  investment  are  computed  as  a  percentage  of  the  capital 
value  measured  in  money. 

Since  it  is  in  the  market  for  loanable  funds  that  the 
forces  determining  interest  most  clearly  reveal  them¬ 
selves,  it  is  more  instructive  to  begin  with  a  study  of 
loan  interest  than  to  try  at  once  to  explain  the  yield  on 
invested  capital  that  has  not  been  borrowed  at  all. 

II.  Former  Disrepute  of  Interest  Taking 

III.  Analysis  of  Interest  in  the  Money  Market 

1.  Forces  in  the  determination  of  interest. 

a.  Custom. 

b.  Public  authority. 

c.  Monopoly. 

d.  Competition. 

2.  Nature  of  interest  transactions. 

The  interest  transaction  involves  three  problems: 

a.  The  possibility  of  interest. 

b.  The  necessity  of  interest. 

c.  The  rate  of  interest. 

3.  The  parties  in  interest  transactions. 

a.  The  actual  borrower  and  lender. 
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b.  The  potential  borrower  and  lender. 

c.  The  state. 

4.  Subjective  prices  of  prospective  borrowers  and 
lenders,  expressed  in  the  market  demand  for  and 
supply  of  loanable  funds. 

5.  Influence  of  the  prevailing  interest  rate  (the  “going” 
rate  of  interest)  on  the  subjective  prices  of  pro¬ 
spective  borrowers  and  lenders. 

6.  Role  of  bargaining  in  loan  interest  transactions. 

Effect  of  the  fluidity  of  loanable  funds  and  the 
money  market. 

IV.  Explanation  of  the  Demand  for  Loanable  Funds 
(E)  491-492;  (C)  321-324,  326-327 

1.  Meaning  of  the  demand  for  loanable  funds. 

2.  Sources  of  the  demand  for  loanable  funds. 

a.  Entrepreneurs,  who  want  capital  for  its  pro¬ 
ductivity. 

b.  Consumers,  who  are  willing  to  forego  some  of 
their  future  income  from  other  sources  as  an 
interest  payment  for  the  use  of  present  goods. 

(1)  Consumers  having  intense  present  wants. 

(2)  Consumers  having  small  present  income. 

(3)  Consumers  anticipating  a  large  futureincome. 

(4)  Consumers  having  a  hazy  view  of  the  im¬ 
portance  of  future  wants  due  to 

(a)  Ignorance. 

(b)  Natural  improvidence. 

3.  The  determinants  of  demand  or  of  borrowers’  sub¬ 
jective  prices. 

The  borrower’s  subjective  price  expresses  choice 
(his  decision  to  borrow  rather  than  to  go  without 
the  borrowed  funds),  and  implies  purchasing  power , 
in  the  form  of  credit,  great  enough  to  make  his  choice 
effective.  The  borrower’s  maximum  subjective  price 
depends  upon  the  urgency  of  his  time  preference, 
his  preference  for  present  goods  over  future  goods 
of  like  kind  and  number. 

4.  Time  preference  as  a  determinant  of  demand, 
a.  Reasons  for  time  preference. 
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(1)  Most  people  are  less  well  provided  for  in  the 
present  than  they  hope  to  be  in  the  future. 

(2)  Inability  of  most  people  to  imagine  future 
wants  as  clearly  as  they  experience  present 
wants. 

(3)  Weakness  of  will. 

(4)  Uncertainty  of  life. 

b.  Time  preference  of  entrepreneurs. 

The  entrepreneur’s  preference  for  present  goods 
is  due  to  the  fact  that  they  enable  him  to  engage 
in  profitable  roundabout  processes  of  production. 
This  productivity  of  capital  (by  which  is  meant 
that  when  capital  is  used  in  production  under  the 
wise  guidance  of  entrepreneurs  it  results  in  creat¬ 
ing  a  surplus  value  in  excess  of  the  capital  used  up 
in  producing  it)  explains  the  possibility  of  interest. 

The  productivity  of  capital,  like  that  of  every 
other  agent  of  production,  is  subject  to  diminish¬ 
ing  returns,  and  sooner  or  later  the  marginal  use 
of  increments  of  capital  is  reached. 

c.  Time  preference  of  consumers  due  to  high 
marginal  utilities  of  goods  they  desire.  Such 
use  creates  no  surplus  out  of  which  interest  can 
be  paid.  Consumer-borrowers  are  simply  mort¬ 
gaging  anticipated  future  income  from  other 
sources  to  pay  back  the  borrowed  capital  with 
interest. 

V.  Explanation  of  the  Supply  of  Loanable  Funds 
(E)  492-495;  (C)  324-326 

1.  Meaning  of  the  supply  of  loanable  funds. 

2.  Sources  of  the  supply  of  loanable  funds  (E)  506-508, 
510-511. 

a.  Individuals. 

b.  Corporations. 

3.  Conditions  necessary  for  the  accumulation  of  loan¬ 
able  funds. 

a.  Confidence  in  the  future  security  of  savings  due  to 

(1)  Stability  of  government. 

(2)  Stability  of  banking  institutions  and  laws. 
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b.  Large  present  income  in  relation  to  necessary 
expenditures. 

c.  Anticipation  of  a  small  future  income. 

d.  Clear  view  of  the  urgency  of  future  needs  due  to 

(1)  Education. 

(2)  Natural  prudence. 

4.  The  determinants  of  supply  or  of  lenders’  subjective 
prices. 

The  lender  is  a  seller  of  present  purchasing  power. 
His  subjective  price  expresses  his  choice  to  sell  the 
use  of  present  purchasing  power  in  return  for  a 
premium  called  interest.  The  chief  determinant  of 
the  marginal  lender’s  subjective  price  is  his  time 
preference.  While  not  all  potential  lenders  have 
time  preferences  so  urgent  as  to  necessitate  the  pay¬ 
ment  of  interest  to  induce  them  to  save,  there  are 
potential  capitalists  at  the  margin  whose  savings 
are  necessary  to  meet  the  market  demand  for  loanable 
funds,  and  who  will  not  supply  the  loanable  funds 
except  in  return  for  an  inducement.  Paying  marginal 
savers  necessitates  paying  savers  above  the  margin 
at  the  same  price. 

Interest  is  necessary  as  a  compensation  or  induce¬ 
ment  for  marginal  saving  (waiting).  Marginal  savers 
have  time  preferences  so  urgent  that  foregoing  them 
is  irksome  and  represents  a  real  sacrifice,  or  functional 
cost. 

VI.  Explanation  of  the  Interest  Rate  (E)  508-510 

Whenever  there  is  an  equality  or  overlapping  of  the 
subjective  prices  of  prospective  borrowers  and  lenders, 
a  loan  interest  contract  is  possible,  and  an  interest  rate 
will  be  established  by  agreement. 

1.  The  limits  of  the  loan  interest  rate. 

2.  Interest  rate,  a  resultant  of  the  equilibrium  between 
demand  and  supply. 

3.  Graphic  presentation  of  interest  rates. 

4.  Reasons  why  in  a  given  loanable  funds  market,  the 
interest  rate  can  neither  be  higher  nor  lower  than 
the  equilibrium  price. 
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VII.  Factors  Affecting  the  Interest  Rate 

1.  Opening  up  of  undeveloped  regions  and  investment 
opportunities. 

2.  War. 

3.  Education  in  thrift  and  elimination  of  waste. 

4.  Inflation  of  currency  and  credit. 

5.  General  changes  in  the  price  level. 

VIII.  Relation  of  Interest  to  the  Valuation  of  Capital 

Investments 

Required  Readings 
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problems 

IV.  Explanation  of  the  Demand  for  Loanable  Funds 

1.  Illustrate  what  is  meant  by  “time  preference,”  and 
show  how  it  affects  the  subjective  prices  attached, 
by  borrowers  and  lenders,  to  present  and  to  future 
purchasing  power. 

2.  From  what  two  sources  does  the  demand  for  loanable 
funds  come?  Analyze  what  considerations  affect 
the  subjective  prices  placed  upon  loanable  funds  by 
prospective  borrowers,  (a)  when  they  are  consumers, 
(b)  when  they  are  entrepreneurs  engaged  in  pro¬ 
ductive  enterprise.  If  capital  were  not  productive, 
could  and  would  some  interest  still  be  paid? 
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3.  How  can  the  entrepreneur  who  borrows  money  pay 
interest,  in  addition  to  the  face  value  of  the  loan? 
How  does  he  determine  what  interest  rate  he  can 
afford  to  pay? 

V.  Explanation  of  the  Supply  of  Loanable  Funds 

4.  Why  must  interest  be  paid?  If  there  were  no  such 
inducement  would  any  saving  occur?-  Would  there 
be  a  sufficient  volume  of  loanable  funds  to  balance 
the  demand,  at  an  interest  rate  of  zero?  Why  not? 
What  effect  has  the  rate  of  interest  on  the  supply 
of  loanable  funds  ? 

5.  From  what  sources  does  the  supply  of  loanable  funds 
come?  Explain  the  nature  and  importance  of 
“corporate  savings,”  showing  how  the  supply  of 
new  investment  funds  comes  largely  from  business 
profits. 

VI.  Explanation  of  the  Interest  Rate 

6.  Show  how  the  interest  rate  (or  “time  preference” 
rate)  is  determined,  in  any  money  market,  by  the 
interaction  of  the  subjective  prices  of  prospective 
borrowers  and  lenders.  What  role  does  bargaining 
play  in  this  process? 

7.  Most  borrowing  and  lending,  both  for  consumption 
and  for  investment,  is  done  through  banks,  at  the 
interest  rates  which  they  dictate. — Do  borrowers, 
then,  have  nothing  to  do  with  the  price  of  loanable 
funds  which  is  charged  in  their  town? 

8.  Assume  that  the  Pennsylvania  Railroad  floats  a 
$1,000,000  bond  issue  at  5%  interest,  maturing  in 
20  years.  The  interest  payment  is  $50,000  per  year, 
(a)  Explain  clearly  why  the  Pennsylvania  Railroad 
can  pay  $50,000  per  year  for  this  loan,  (b)  Why 
must  $50,000  a  year  be  paid  for  it?  (c)  What  deter¬ 
mines  the  rate  of  interest? 

VII.  Factors  Affecting  the  Interest  Rate 

9.  What  effect  would  you  expect  rising  prices  and  high 
profits  to  have  on  the  interest  rate?  How  would  the 
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interest  rate  be  affected  if  the  purchasing  power  of 
money  were  decreasing,  due  to  “inflation”? 

10.  Other  things  being  equal,  in  which  place  would  you 
expect  the  interest  rate  to  be  higher  and  why? 

a.  In  Mexico  or  in  Texas? 

b.  In  a  country  with  a  stable  government  or  in  one 
torn  by  revolution? 

c.  In  a  new,  sparsely  settled,  undeveloped  country, 
or  in  an  old,  well-settled,  thriving  region? 
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CHAPTER  XXI 
Rent 

I.  The  Nature  of  Rent  (E)  402;  (C)  328-329,  337-339 
Popularly  the  word  “rent”  is  used  to  describe  the 
amount  paid  by  one  person  to  another  for  the  temporary 
use  of  a  durable  good,  which  is  to  be  returned  to  the 
owner  when  the  specified  period  of  use  has  expired,  e.g., 
the  rent  of  a  house,  the  rent  of  an  automobile,  the  rent 
of  a  gown  or  dress  suit.  In  most  economic  treatises, 
however,  the  term  “rent”  is  used  in  a  more  special  sense 
to  describe  the  income  derived  from  the  ownership  of 
land. 

1.  “Contract  land  rent”  is  the  amount  actually  paid  for 
the  services  of  land. 

2.  “Economic  rent”  may  be  defined  as  the  annual  use 
value  of  a  piece  of  land.  With  the  same  application 
of  labor  and  capital  some  pieces  of  land  are  more 
productive  than  others.  In  this  superior  productive¬ 
ness  lies  the  possibility  of  paying  more  for  the  use, 
or  valuing  more  the  possession  of  one  piece  of  land 
than  another. 

II.  Causes  of  the  Differential  Return  on  Land 
(E)  402-405;  (C)  329-330 

1.  Differences  in  the  quality  of  land. 

a.  Physical. 

b.  Chemical. 

c.  Biological. 

2.  Differences  in  location. 

III.  Analysis  of  Contract  Rent  in  the  Land  Market 

1.  Forces  in  the  determination  of  contract  rent. 

a.  Custom. 

b.  Public  authority. 

c.  Monopoly. 

d.  Competition. 

2.  Nature  of  rent  transactions. 
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3.  The  parties  in  rent  transactions. 

a.  The  actual  tenant  and  landlord. 

b.  The  potential  tenant  and  landlord. 

c.  The  state. 

4.  Subjective  prices  of  prospective  tenants  and  land¬ 
lords,  expressed  in  the  market  demand  for  and  supply 
of  land. 

5.  Influence  of  prevailing  contract  rents  on  the  sub¬ 
jective  prices  of  prospective  tenants  and  landlords. 

6.  Role  of  bargaining  in  contract  rent  transactions. 

IV.  Explanation  of  the  Demand  for  Land  (E)  410-412; 
(C)  330-336,  339-340 

1.  Meaning  of  the  demand  for  land. 

2.  Sources  of  the  demand  for  land. 

a.  Entrepreneurs, who  want  land  for  its  productivity. 

Land  may  be  used  for  a  great  variety  of 
purposes,  including  business,  industrial,  and 
residence  sites,  truck  gardening,  farming,  and 
grazing,  all  of  which  uses  nominally  yield  incomes. 

b.  Consumers,  who  want  land  for  the  direct  satis¬ 
faction  of  their  wants,  such  as  residence  sites. 

3.  The  determinants  of  demand  or  of  tenants’  subjective 
prices. 

The  tenant’s  subjective  price  expresses  choice  (his 
decision  to  obtain  the  use  of  the  land),  and  implies 
purchasing  power  to  make  his  choice  effective.  The 
maximum  that  a  tenant  engaged  in  production  can 
afford  to  offer  for  the  use  of  the  land  is  determined 
by  his  estimate  of  the  productivity  of  the  land. 

4.  The  productivity  of  land  as  a  determinant  of  demand 
(E)  405-410. 

a.  Value  of  the  product  attributable  to  the  land, 
measured  from  the  extensive  margin  under 
assumed  conditions  of  uniform  intensivity  of 
utilization.  The  extensive  margin  is  reached  by 
resorting  to  inferior  lands.  Marginal  land  is  land 
which  it  just  pays  to  utilize.  It  yields  no  surplus 
above  the  expense  of  utilization  and  no  rent  can 
be  paid  for  its  use. 
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b.  Value  of  the  product  attributable  to  the  land, 
measured  from  the  intensive  margin  under 
assumed  conditions  of  varying  intensity  of  utiliza¬ 
tion.  The  utilization  of  all  lands  with  uniform 
intensivity  is  a  condition  contrary  to  fact.  But 
in  the  more  intensive  utilization  of  the  better 
lands,  sooner  or  later,  the  point  of  diminishing 
returns  is  reached.  By  the  law  of  diminishing 
returns  is  meant  that  when  successive  equal 
“doses”  of  labor  and  capital  are  applied  to  a 
given  piece  of  land,  a  point  is  reached,  sooner  or 
later,  after  which  the  successive  “doses”  of  labor 
and  capital  produce  a  diminishing  return  per 
“dose.”  The  intensive  margin  is  reached  on  a 
given  piece  of  land  when  a  “dose”  of  labor  and 
capital  yields  a  product  just  large  enough  to  pay 
for  itself. 

The  economic  rent  (use  value)  of  an  acre  of  land 
for  any  given  use  is  measured  by  the  difference 
between  the  money  value  of  the  product  obtained 
from  it  by  the  use  of  the  most  advantageous 
combination  of  labor  and  capital,  and  the  expense 
of  utilizing  it.  This  represents  the  maximum  price 
that  can  be  paid  for  it. 

V.  Explanation  of  the  Supply  of  Land 

1.  Distinction  between  the  geographic  and  the  market 
supply  of  land. 

2.  The  determinants  of  market  supply  or  of  landlords’ 
subjective  prices. 

Land,  once  the  free  gift  of  nature,  has  become  the 
object  of  private  property  rights.  The  landowner, 
renting  his  land  to  a  tenant,  is  a  seller  of  the  use  of 
the  land.  His  subjective  price  expresses  his  choice  to 
sell  the  use  of  the  land  for  a  given  money  equivalent. 
The  chief  determinant  of  the  landlord’s  subjective 
price  is  his  estimate  of  the  productivity  specifically 
attributable  to  the  land.  (The  process  of  arriving  at 
this  is  the  same  as  that  suggested  in  connection  with 
the  determination  of  the  tenant’s  subjective  price.) 
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VI.  Explanation  of  Contract  Rent 

Whenever  there  is  an  equality  or  overlapping  of  the 
subjective  prices  of  prospective  tenants  and  landlords, 
a  contract  rent  agreement  is  possible,  and  a  contract 
rent  will  be  established  through  bargaining. 

1.  The  limits  of  the  rent  bargain. 

2.  Relation  of  contract  rent  to  economic  rent.  Assuming 
perfect  competition,  the  landlord  cannot  exact  more 
than  the  economic  rent  from  his  tenant,  nor  can  the 
tenant  secure  the  land  for  less.  Due  to  imperfect 
competition,  custom,  long-time  contracts,  ignorance, 
etc.,  the  contract  rent  may  vary  widely  from  the 
economic  rent. 

3.  Justification  of  contract  land  rent  as  private  income. 
Based  on  the  social  utility  of  private  property  in  land. 

VII.  Factors  Affecting  Rents  (E)  413-417 

1 .  I ncrease  in  population . 

2.  Increase  in  the  amount  of  available  capital  and 
improvements  in  the  efficiency  of  capital  goods. 

3.  Improvements  in  transportation. 

VIII.  The  Capitalization  of  Rent  and  the  Value  of  Land 
Land  is  valued  because  it  commands  a  rent;  its  value 
is  determined  through  the  capitalization  of  its  economic 
rent,  although  where  land  rents  are  increasing,  the  selling 
value  of  land  is  apt  to  be  higher  than  the  capitalization 
of  its  present  economic  rent.  The  value  of  land  is  there¬ 
fore  determined  by  the  productivity  specifically  attribut¬ 
able  to  it. 

In  the  purchase  and  sale  of  land  the  subjective  prices 
of  buyers  and  sellers  are  based  on  the  capitalization  of 
economic  rent  or  annual  use  value. 

IX.  Effects  of  Taxation  upon  Rents  and  Land  Values 

1.  The  general  property  tax. 

2.  The  special  assessment. 

3.  The  unearned  increment  tax  (E)  417-422. 

An  “unearned  increment”  in  the  value  of  land  is 
an  increase  in  value  due  primarily  to  social  forces 
rather  than  to  the  efforts  of  the  individual  owner. 
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It  usually  comes  about  through  growth  in  population. 
The  shifting  of  population  may  bring  about  an 
“unearned  decrement.” 

4.  The  single  tax. 

a.  Nature  of  the  single  tax  proposal. 

b.  The  case  for  the  single  tax. 

c.  Objections  to  the  single  tax. 

(1)  Ethical. 

(2)  Political. 

(3)  Economic. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  515— 
525. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  328-340,  341-354. 

Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp.  295- 
345. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  97-162. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  123-134, 
148-149,  229-243,  286. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  304-316, 
373-393. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  62-112. 

PROBLEMS 

IV.  Explanation  of  the  Demand  for  Land. 

1.  What  elements  does  any  tenant  take  into  considera¬ 
tion  in  determining  how  much  rent  he  can  afford  to 
pay  for  a  piece  of  land? 

2.  Is  there  any  difference  in  the  rent  paid  for  corn 
land  in  South  Dakota  and  in  Illinois?  Why? 

3.  It  costs  more  to  raise  a  bushel  of  wheat  on  some 
lands  than  on  others.  What  determines  the  poorest 
land  which  can  profitably  be  cultivated  for  wheat¬ 
raising? 
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4.  “The  extensive  margin  of  cultivation  for  the  British 
wheat  market  may  be  in  northwest  Canada,  or 
Australia,  or  the  Argentine.”  Explain. 

5.  Is  there  any  land  at  the  “extensive  margin”  in  your 
state? 

6.  Illustrate,  from  your  own  experience  if  possible, 
the  principle  of  “diminishing  returns,” — showing, 
mathematically  and  graphically,  just  how  it  oper¬ 
ates  on  a  given  piece  of  land.  What  is  meant  by 
the  “intensive  margin”  of  cultivation?  Are  only 
the  best  lands  subject  to  diminishing  returns?  Does 
the  principle  apply  to  lands  used  for  other  purposes 
than  agriculture?  Is  it  applicable  only  to  the  use 
of  land? 

7.  “Would  there  be  economic  rent  (a)  if  there  were  no 
tendency  toward  diminishing  returns?  (b)  if  the 
government  owned  all  the  land?  (c)  if  land  were 
always  utilized  by  the  owners?  (d)  if  the  supply 
of  better  lands  were  practically  unlimited?” 

8.  City  land  may  be  used  for  (a)  retail  trading, 
(b)  wholesale  trading,  (c)  manufacturing  purposes, 
(d)  residence  purposes.  Apply  the  doctrine  of 
economic  rent  to  urban  land,  taking  these  facts 
into  consideration. 

VI.  Explanation  of  Contract  Rent 

9.  Explain  why  rent  is  paid,  and  how  the  amount  of 
rent  on  a  piece  of  land  is  measured.  Illustrate  this 
by  a  single  diagram  showing  both  extensive  and 
intensive  margins  of  use. 

10.  Show  the  relation  of  economic  rent  to  the  subjective 
prices  of  owner  and  tenant  in  agreeing  upon  a  con¬ 
tract  rent.  Under  what  conditions  will  the  rent 
actually  paid  for  a  piece  of  land  (contract  rent) 
coincide  with  its  real  worth  or  annual  use  value 
(economic  rent)?  Explain  how  it  is  possible  for  the 
contract  rent  to  vary  from  the  economic  rent. 

VII.  Factors  Affecting  Rents 

11.  How  will  the  amount  of  capital  and  labor  applied 
at  the  intensive  margin,  and  the  kind  of  land 
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cultivated  at  the  extensive  margin,  be  affected  by 
(a)  the  discovery  of  a  cheap  fertilizer;  (b)  shifts  in 
population;  (c)  the  automobile;  (d)  the  refrigerator 
car;  (e)  the  telephone;  (f)  new  facilities  for  agri¬ 
cultural  credit? 

VIII.  Capitalization  of  Rent  and  the  Value  of  Land 

12.  Show,  step  by  step,  how  you,  as  a  land  owner,  would 
determine  your  subjective  selling  price  for  a  piece 
of  land.  How  does  the  prospective  buyer  determine 
his  subjective  purchase  price?  Of  what  importance 
in  these  calculations  is  the  estimated  economic  rent 
(past,  present,  and  future)? 

13.  When  land  values  rise,  landowners  demand  higher 
rents.  Is  this  a  correct  statement  of  the  relation 
between  the  annual  rent  and  the  selling  value  of 
land?  What  does  cause  these  prices  to  rise  and  fall? 

14.  The  capitalization  process,  by  which  the  value  of 
land  (and  of  capital)  is  estimated,  involves  the 
relative  importance  attached  by  individuals  to  their 
present  and  future  wants.  Explain. 

15.  A  certain  Wisconsin  dairy  farm  in  1924  produced 
180,000  quarts  of  milk  at  a  total  average  cost 
(including  capital  costs,  taxes,  wages,  necessary 
profits,  etc.)  of  4  cents  per  quart,  selling  to  a  whole¬ 
sale  dairy  products  company  at  an  average  price 
of  6  cents  per  quart. 

a.  Determine  the  annual  rental  value  of  the  farm, 
showing  how  you  arrive  at  your  figure. 

b.  Assuming  1924  to  be  an  average  year,  and  money 
invested  in  dairy  farms  to  be  worth  6%,  what 
would  you  regard  as  a  fair  selling  price  for  the 
above  farm? 

c.  Just  how  would  your  calculations  be  affected  by 
an  expected  rise  in  the  price  of  dairy  products 
during  the  next  ten  years? 

16.  Given  the  following  normal  data  pertaining  to  a 
wheat  farm:  Acres  cultivated  420;  yield  per  acre 
20  bushels;  selling  price  of  wheat  $2  per  bushel; 
annual  value  of  farmer’s  services  $3,000;  number  of 
men  employed  6;  number  of  months  each  laborer 
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worked  6;  monthly  wage  of  each  laborer  $140;  value 
of  capital  goods  employed  $15,000;  annual  deprecia¬ 
tion  of  capital  10%;  interest  rate  6%;  annual 
expenditure  for  insurance  and  taxes  $700;  annual 
expenditure  for  seed  $1,500. 

a.  Determine  the  annual  economic  rent  of  the  farm. 

b.  If  this  is  the  normal  return  on  the  farm,  at  what 
price  would  you  be  willing  to  purchase  it? 

17.  In  1919  a  320  acre  wheat  farm  yielded  25  bu.  of 
wheat  to  the  acre,  this  grain  selling  at  $2.50  per 
bushel.  The  value  of  the  farmer’s  services  was 
$3,000,  hired  labor  cost  $2,000,  seed  $1,000,  value 
of  capital  employed  was  $8,000,  and  insurance  and 
taxes  amounted  to  $700.  The  interest  rate  was  8% 
and  the  depreciation  on  capital  was  10%. 

a.  What  is  the  annual  economic  rent? 

b.  What  would  you  be  willing  to  pay  for  the  use  of 
the  farm  for  a  year? 

c.  What  is  the  capitalized  rental  value  of  the  farm? 

d.  What  would  you  be  willing  to  pay  for  the  farm 
as  an  investment?  Why? 

IX.  Effects  of  Taxation  upon  Rents  and  Land  Values 

18.  Is  the  receipt  of  the  “unearned  increment”  in  land 
value  by  private  individuals  justifiable,  or  should 
it  be  appropriated  by  the  state?  Criticize  your 
position,  and  try  to  answer  the  criticisms. 

19.  State  clearly  the  nature  of  the  “single  tax”  proposal 
and  outline  the  principal  arguments  pro  and  con. 
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CHAPTER  XXII 
Profits 

I.  Identity  and  Functions  of  the  Entrepreneur  (M)  516— 
518 

The  entrepreneur  is  the  person,  or  group  of  persons,  that 
assumes  the  risk  of  the  business  enterprise.  He  profits  if  the 
business  succeeds  and  loses  if  the  business  fails.  As  dis¬ 
tinguished  from  the  landowner,  laborer,  and  capitalist,  he 
is  often  spoken  of  as  the  “business  man.v  While  these  other 
three  claimants  to  the  product  of  industry  are  the  recipients 
of  incomes  which  he  has  contracted  to  pay,  he  himself  is 
the  recipient  of  a  non-contractual  income. 

To  be  sure  “every  one  who  has  risked  something  on  the 
success  or  failure  of  a  particular  business  undertaking  is,  in 
that  degree,  entrepreneur.”  (E).  The  term  is,  however, 
most  usually  applied  to  the  active  or  managing  capitalist- 
owner,  rather  than  to  the  passive  investor,  the  owners  of 
natural  resources,  or  the  laborer. 

The  entrepreneur  is  also  responsible  for  the  management 
of  the  enterprise,  but  this  is  a  function  which  can  to  some 
extent  be  delegated  and  is  largely  delegated  in  corporations. 

II.  The  Nature  of  Profits  (C)  314-320;  (E)  513,  516-519, 
524-527 

Profits  constitute  the  residual  share  of  the  product  of 
industry  which  goes  to  the  entrepreneur.  What  is  left  as  a 
net  gain  to  the  entrepreneur,  who  has  assumed  the  financial 
risk,  after  meeting  all  claims  against  the  business,  con¬ 
stitutes  his  profits.  Profits  are  a  non-contractual  income 
in  contrast  to  contract  rent,  wages,  and  interest,  which 
are  contractual  incomes. 

Since  the  proprietors  of  many  businesses  supply  most  of 
their  own  capital  and  actively  manage  the  businesses 
themselves,  they  are  apt  to  think  of  their  net  returns  as 
profits.  But  obviously  such  net  returns  include  both 
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interest  and  wages.  The  proprietor  of  a  business  is  entitled 
to  interest  on  his  capital  investment,  which  he  uses  himself, 
just  as  much  as  if  he  lent  his  capital  to  someone  else.  He  is 
also  entitled  to  wages  for  his  services  of  management  just 
as  he  would  expect  a  manager’s  wage  if  he  were  working 
for  someone  else.  If  after  allowing  the  prevailing  interest 
on  invested  capital  and  the  wages  of  management,  there 
is  a  residual  product,  such  product  constitutes  true  profits. 

Profits  may  be  classified  as  necessary  profits  and  surplus 
profits.  Necessary  profits  are  returns  required  to  attract 
and  hold  capital  investments  in  business  enterprise,  to 
induce  people  to  assume  risks  essential  to  production. 
Surplus  profits  are  a  true  form  of  surplus:  something 
beyond  what  is  strictly  necessary  to  call  forth  the  necessary 
functioning  in  production.  Surplus  profits  constitute  an 
extra  prize  which  entrepreneurs  seek,  the  ownership  of 
which  is  often  contested  by  other  agents,  and  which  is  apt 
to  invite  heavy  taxation  by  the  state. 

III.  Sources  of  Surplus  Profits  (E)  519-524 

1.  Differential  gains  due  to  exceptional  entrepreneurial 
ability  or  exceptional  productive  opportunities. 

2.  Monopoly  gains. 

3.  Conjunctural  gains.  Some  war  profits  and  some  gains 
due  to  rapid  changes  in  the  price  level  illustrate  con¬ 
junctural  gains. 

IV.  J USTIFICATION  OF  PROFITS 

1 .  Status  of  necessary  profits. 

2.  Status  of  surplus  profits. 

Extent  to  which  they  can  be  taxed  without  impairing 
necessary  productive  functioning. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  551 
561. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp. 314-320. 
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Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  1 95— 

221. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  256-272. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  153-160,  172— 
177,  193-212,  213-228. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  352-372, 
429-431. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  100-104; 
v.  2,  pp.  113-121,  164-207. 

PROBLEMS 

I.  Functions  of  the  Entrepreneur 

1.  The  American  Telephone  and  Telegraph  Company 
has  approximately  three  hundred  thousand  stock¬ 
holders,  and  thousands  of  bond  holders.  It  has  a  board 
of  directors  and  the  usual  officers.  It  has  a  general 
manager  and  district  and  local  managers.  Who  is 
the  entrepreneur  that  receives  profits? 

II.  The  Nature  of  Profits 

2.  What  induces  a  business  man  to  risk  both  his  own 
money  and  other  money  that  he  may  borrow  in  a 
business  venture? 

3.  The  entrepreneur  is  caught  in  a  network  of  market 
prices  to  which  he  must  conform,  so  that  his  profits 
come  largely  from  chance  conditions  beyond  his  con¬ 
trol. — Criticize. 

4.  In  what  ways  might  risks  in  business  be  lessened  or 
eliminated?  How  far  can  and  should  the  elimination 
of  risks  be  carried? 

5.  Why,  when  the  rate  of  “interest”  on  government 
bonds  is  around  4%,  do  corporation  bonds  usually 
bear  a  higher  rate  of  interest? 

6.  The  concept  of  “necessary  profits,”  like  the  concept 
of  normal  price,  is  significant  only  over  a  considerable 
period  of  time. — Discuss.  How  can  the  necessary  rate 
of  profits  be  determined?  Is  this  rate  the  same  for  all 
types  of  business  enterprise? 
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III.  Sources  of  Surplus  Profits 

7.  Analyze  the  sources  of  surplus  profits.  Can  surplus 
profits  be  taxed  one  hundred  per  cent  without  materi¬ 
ally  affecting  productiveness? 

IV.  Justification  of  Profits  as  a  Reward  for  Risk  Taking 

8.  Profits  are  the  reward  of  efficiency  in  management 
and  for  risk-taking;  exceptional  profits,  therefore,  must 
be  justified,  because  they  are  evidence  of  greater 
efficiency  or  of  greater  risk. — Criticize.  Are  profits 
necessary  costs  or  surplus  gains? 

General 

9.  Contrast  profits  and  interest  with  respect  to 

a.  The  method  of  determination  of  each ; 

b.  The  relation  of  each  to  cost  of  production; 

c.  The  justification  of  the  private  receipt  of  each. 

10.  In  a  functional  theory  of  distribution,  it  is  said  that 
the  returns  paid  those  functioning  in  production — - 
laborers,  capitalists,  and  entrepreneurs — are  in  the 
nature  of  rewards  for  services  rendered.  Does  the 
return  in  every  case  measure  the  extent  of  the  service 
(i.e.,  does  the  amount  of  profits,  interest,  or  wages, 
measure  the  degree  of  service  rendered)?  If  not,  what 
does  the  extra  payment  represent? 

.11.  The  whole  product  of  industry  is  divided  into  rent, 
interest,  wages,  and  profits.  Must  each  of  these  shares 
always  receive  the  same  proportionate  part  of  the 
product?  How  will  the  relative  shares  be  changed,  if 
the  product  of  industry  is  increased?  if  it  is  decreased? 
What  determines  the  relative  size  of  each  share, 
under  changing  conditions? 

12.  The  distribution  of  the  national  income  among  the 
various  factors  in  production  depends  on  the  relative 
bargaining  strength  of  the  parties;  and  that,  in  turn, 
depends  on  the  rules  and  institutions  under  which 
the  struggle  is  carried  on. — Could  society,  through 
the  legislatures  and  the  courts,  influence  distribution 
by  changing  the  rules  of  competition  and  bargaining? 


122 


Outline  of  Economics 


CHAPTER  XXIII 

Distribution  of  Wealth  and  Income  Among  Groups 

I.  The  Nature  of  Wealth  and  Income  (C)  389-395; 
(E)  99-101 

1.  From  the  individual  point  of  view. 

2.  From  the  national  or  social  point  of  view. 

II.  Facts  Concerning  the  Existing  Distribution  of 
Wealth  Among  the  People  of  the  United  States 
(E)  534-546;  (M)  694-699 

1.  The  total  available  for  distribution. 

2.  The  actual  distribution  among  the  various  economic 
classes. 

III.  Forces  Promoting  the  Concentration  of  Wealth 
(E)  546-548;  (M)  689-693 

IV.  Evils  in  the  Concentration  of  Wealth  (M)  687-689 

V.  The  Problem  of  Poverty  (M)  699-708 

1 .  The  nature  of  poverty. 

2.  The  causes  of  poverty. 

3.  The  remedies  for  poverty. 

VI.  The  Problem  of  Improving  the  Distribution  of 
Wealth  (E)  548-550 

1.  Necessity  of  adopting  some  equitable  basis  of  wealth 
distribution. 

2.  The  problem  of  regulating  the  acquisition  of  wealth. 

3.  The  problem  of  wealth  diffusion. 

4.  The  advantages  of  a  more  general  diffusion  of  wealth 
(M)  686-687. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  12-14. 
Edie,  L.  D.,  Economics :  Principles  and  Problems  (192-6),  pp.  445- 
463. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  273-298. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  170-197,  319— 
320,  674-690. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  8-21. 
674-688. 
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CHAPTER  XXIV 

General  Price  Changes 

I.  Meaning  of  the  Price  Level  (F)  54-55 ;  (C)  195-196,  203 

Changes  in  the  general  level  of  prices  denote  that  gold, 
the  measure  of  prices,  like  other  goods,  has  its  value;  and 
that  the  value  of  gold  changes  like  other  values. 

The  general  level  of  prices  measures  the  value  of  gold 
— its  power  of  exchange.  The  value  of  gold  and  the  general 
price  level  are  two  aspects  of  the  same  fact :  the  exchange 
ratio  of  gold  and  goods.  The  higher  the  price  level,  the 
lower  is  the  purchasing  power  of  money  and  vice  versa. 

The  concept  of  the  “general  price  level”  is  reached  when 
we  compare  the  price  ratio  of  money  to  other  goods  at  a 
given  time  with  its  ratio  at  some  other  time.  These  changes 
in  the  value  relationship  of  goods  and  money  are  expressed 
by  percentages  called  index  numbers,  the  price  in  some 
year  taken  as  a  base  being  considered  as  100. 

II.  Measurement  of  Price  Changes  by  Index  Numbers 

(F)  55-57;  (E)  310-314 

1.  The  need  of  index  numbers 

If  variations  in  the  price  of  a  single  commodity  are 
to  be  studied,  an  index  number  is  unnecessary.  But  if 
variations  in  the  prices  of  many  different  goods  are  to 
be  studied,  index  numbers  are  necessary. 

2.  Nature  of  index  numbers 

a.  Index  numbers  as  the  averages  of  relative  prices. 
The  index  numbers  most  commonly  used  until 
recently  were  relative  numbers  in  which  data  for 
a  given  period  of  time  were  taken,  as  a  base,  usually 
indicated  as  100,  upon  which  data  for  other  periods 
of  time  were  computed  as  percentages.  Index 
numbers  were  usually  simple  or  weighted  arithmetic 
averages  of  such  relative  numbers.  The  Annalist's 
index  number,  based  upon  the  wholesale  prices 
of  twenty-five  food  products  chosen  so  as  to  repre- 
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sent  a  theoretical  family’s  food  budget,  is  a  simple 
arithmetic  average  of  relative  prices,  the  base  period 
being  the  average  price  of  the  ten  years,  1890-1899. 

b.  Averages  or  types  used  in  the  construction  of  index 
numbers  from  relative  prices. 

(1)  Arithmetic  average. 

(a)  Simple. 

(b)  Weighted. 

(2)  Median — the  item  in  a  consecutively  arranged 
series  of  items  which  divides  the  distribution  of 
items  into  equal  parts. 

(3)  Mode — the  most  frequently  occurring  item  in 
a  series. 

c.  Index  numbers  as  the  sums  of  prices  per  unit. 

(1)  Simple  sums. 

(2)  Weighted  sums. 

Bradstreet’s  index  number  of  prices  is  a  sum 
of  actual  prices  of  commodities  reduced  to  a 
per-pound  basis.  The  widely  used  index  num¬ 
bers  of  the  U.  S.  Bureau  of  Labor  Statistics 
have  since  1914  been  weighted  sums  of  actual 
prices,  reduced  to  a  relative  basis. 

III.  Facts  in  Regard  to  Price  Changes  (F)  70-82 

IV.  Evils  in  Rapid  Price  Changes  (C)  197-198 

1.  Inertia  of  fixed  incomes  in  responding  to  price  changes. 

2.  Shrinkage  of  savings. 

3.  Disturbance  of  long  time  contracts. 

4.  Inertia  of  rates  fixed  by  government. 

5.  Accentuation  of  group  conflict. 

V.  Causes  of  Changes  in  the  General  Level  of  Prices 
(F)  30-35 ; (E)  291-300 

1 .  The  quantity  theory  of  money. 

Economists  believing  in  the  so-called  quantity  theory 
of  money  contend  that  the  real  cause  of  general  price 
changes  is  changes  in  the  supply  of  money  and  credit. 
They  hold  that  prices  rise  and  fall  in  direct  proportion 
to  changes  in  the  quantity  of  money.  They  insist  that 
the  substance  of  which  money  is  made  is  irrelevant  in 
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explaining  general  price  changes;  that  it  is  only  the 
number  of  the  money  units  that  counts.  Changes  in 
the  supply  of  money  and  credit  take  the  form  of 

a.  Changes  in  the  supply  of  gold. 

b.  Changes  in  the  supply  of  paper  money. 

c.  Changes  in  the  volune  of  deposits  subject  to  check. 

2.  The  commodity  theory  of  money. 

Other  economists  contend  that  the  real  cause  of 
general  price  changes  is  to  be  found  in  the  demand  for 
and  supply  of  the  standard  commodity,  gold.  There 
is  both  a  non-monetary  and  monetary  demand  for  gold, 
both  of  which  affect  its  value,  and  consequently  the 
general  level  of  prices.  Normal  changes  in  the  supply 
of  credit  money  and  of  credit  instruments  follow  changes 
in  the  volume  of  trade. 

VI.  Remedies  Proposed  for  Stabilizing  Prices  (F)  82-88; 
(E)  314-318 

1 .  The  bimetallic  standard . 

2.  Fiat  money. 

3.  The  compensated  dollar. 

4.  Control  of  discount  rates  and  “open  market”  operations 
by  the  Federal  Reserve  Banks. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  385- 
393. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp. 196-203. 

Edie,  F.  D.,  Economics:  Principles  and  Problems  (1926),  pp.  5 14— 
552. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  476-501. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  198-205,  386- 

401. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  453-469, 
518-520. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  285-303, 
312-314,  415-441. 
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problems 

II.  Measurement  of  Price  Changes  by  Index  Numbers 

1.  Fisher’s  index  number  of  present  prices  is  about  150, 
prices  in  1913  being  used  as  the  base.  What  does  this 
signify  with  reference  to  the  value  of  gold? 

2.  What  is  meant  by  the  general  level  of  prices?  Could 
changes  in  the  purchasing  power  of  money  be  measured 
without  the  use  of  index  numbers?  What  index  num¬ 
bers  are  currently  used  to  indicate  such  changes? 

3.  What  is  the  purpose  of  an  index  of  real  wrages?  How 
would  you  select  the  price  data  used,  the  commodities 
entering  into  a  wage  earner’s  budget,  the  weights  to 
be  assigned  to  each?  How  would  you  select  your  base? 
What  uses  may  be  made  of  such  an  index? 

4.  Given  the  following  data  concerning  food  prices  in 


Milwaukee: 

Item 

Price 

Price 

Weight 

Sirloin  Steak 

(lb) 

Dec.  15,  1913  Dec.  15, 1920 
$ .  24  $ . 36 

1 

Ham 

(lb) 

.28 

.50 

2 

Milk 

(qt) 

.07 

.11 

2 

Butter 

(ft) 

.38 

.57 

2 

Eggs,  Fresh 

(dz) 

.40 

.90 

3 

Bread 

(ft) 

.06 

.10 

4 

Potatoes 

(ft) 

.015 

.03 

3 

Sugar 

(ft) 

.05 

.10 

3 

Bananas 

(dz) 

.30 

.45 

1 

Coffee 

(ft) 

.27 

.36 

1 

Corn  Meal 

(ft) 

.03 

.06 

2 

Cheese 

(ft) 

.22 

.33 

1 

Rice 

(ft) 

.08 

.14 

2 

a.  Using  the  above  data  compute  for  each  food  item 
its  relative  price  in  1920  making  its  price  in  1913 
the  base.  From  these  relative  prices  construct 
two  index  numbers:  (a)  an  index  number  based 
on  the  simple  arithmetic  average;  (b)  an  index 
number  based  on  the  median. 

b.  Is  your  index  number  based  upon  the  simple 
arithmetic  average  a  good  index  of  food  price 


General  Price  Changes 


127 


changes  in  Milwaukee?  In  the  U.  S.?  Of  changes 
in  the  cost  of  living  in  Milwaukee  and  in  the  U.  S.? 
State  reasons  in  each  case. 

c.  Using  the  weights  indicated  above,  construct  a 
composite  index  number  showing  food  price 
changes.  Is  this  number  any  better  than  the 
unweighted  index  number? 

5.  Can  data  be  secured  for  an  index  of  building  con¬ 
struction  in  the  United  States?  Can  such  an  index 
number  serve  a  useful  purpose? 

6.  What  does  an  index  of  bank  clearings  show?  Why 
should  business  men  watch  it  very  closely? 

IV.  Evils  in  Rapid  Price  Changes 

7.  When  prices  are  rising,  what  groups  gain  and  what 
groups  lose?  Are  these  gains  and  losses  equitably 
adjusted  as  prices  fall?  Why? 

V.  Causes  of  Changes  in  the  General  Level  of  Prices 

8.  Analyze  the  fundamental  causes  of  the  upward  move¬ 
ment  of  the  price  level  in  this  country  in  the  period 
1913-1920. 

9.  Explain  the  fundamental  differences  between  the 
quantity  and  commodity  theories  of  money.  How 
does  the  quantity  theorist  explain  the  rise  in  prices 
which  took  place  between  1896  and  1920?  Contrast 
this  explanation  with  that  of  the  commodity  theory 
of  prices.  How  would  each  account  for  the  fall  of 
prices  since  1920? 

VI,  Remedies  Proposed  for  Stabilizing  Prices 

10.  Explain  and  criticize  Fisher’s  “Compensated  Dollar” 
plan  for  stabilizing  prices. 

11.  Discuss  the  relation  of  the  Federal  Reserve  System 
to  the  stabilization  of  prices.  What  are  the  possibilities 
and  the  limitations  of  stabilization  by  control  through 
the  Federal  Reserve  System? 
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CHAPTER  XXV 
Business  Cycles 

I.  The  Nature  and  Course  of  a  Business  Cycle  (F)  138— 
149;  (H)  215-222 

1.  The  period  of  prosperity. 

This  is  a  period  of  active  demand,  rising  prices, 
lagging  operating  costs,  relatively  large  profit  margins, 
easy  credit,  and  expansion. 

2.  The  period  of  the  crisis. 

This  marks  the  culmination  of  an  upward  price 
movement.  It  develops  into  a  rapid  fall  of  prices  which 
greatly  impairs  or  destroys  the  credit  of  many.  A  falling 
off  in  the  demand  for  both  consumers’  goods  and 
producers’  goods,  and  an  increase  in  the  market  supply 
of  goods  on  account  of  the  necessity  of  reducing  in¬ 
ventories  to  meet  maturing  obligations- — these  effect 
a  fall  in  prices,  which  is  the  beginning  of  every  crisis. 

Important  crises  in  American  economic  life  occurred 
in  1817,  1825,  1837,  1857,  1873,  1884,  1893,  1903,  1907, 
1914, 1920. 

3.  The  period  of  depression. 

Important  recent  depressions  in  the  United  States 
occurred  in  1873-1879,  1893-1897,  and  1920-1924. 

4.  The  period  of  recovery. 

Liquidation  of  goods  and  credits,  and  reduction  of 
operating  costs  are  trying  experiences  of  this  period. 

II.  The  Explanation  of  the  Business  Cycle  (F)  150-155; 
(E)  328-335 

Of  the  many  interesting  and  suggestive  explanations 
which  have  been  offered,  those  emphasizing  the  action  of 
the  profits  margin,  the  extension  of  bank  credit,  and  the  mal¬ 
adjustment  of  capitalization  and  income  seem  most  in¬ 
structive. 
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III.  The  Control  of  the  Business  Cycle  and  Its  Evils 
(F)  155-156;  (H)  203-204,  245-248;  (E)  335-339 

1.  Control  of  credit. 

2.  Control  of  currency. 

3.  Integration  of  industry. 

4.  Systematic  provision  for  employment  on  public  works. 

5.  Use  of  forecasting  devices. 

Required  Readings 

References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  427- 
442. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  233-241. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  579— 

611. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  S.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  502-519. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  543-546. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  388-414, 
434-441 ; v. 2,  pp. 51-61. 

PROBLEMS 

I.  The  Course  of  a  Business  Cycle 

1.  Distinguish  between  a  crisis,  panic,  and  depression. 

Is  it  possible  to  have  one  without  the  other? 

2.  Crises  occurred  regularly  in  England  during  the  19th 
century,  whereas  they  were  practically  unknown 
during  the  preceding  century.  How  do  you  account 
for  their  appearance? 

3.  Sketch  the  course  of  the  business  cycle  in  the  United 
States  since  the  outbreak  of  the  World  War. 

4.  What  is  meant  by  the  statement:  “The  theory  of 
crises  has  grown  into  the  theory  of  business  cycles”? 

5.  “In  time  of  crisis  the  business  world  must  look  to  the 
banks  for  aid.  Upon  the  ability  of  the  banks  to  extend 
accommodations  as  required  depends  the  possibility 
of  weathering  the  storm.”  Do  you  agree? 

6.  Statisticians  speak  of  the  curve  of  the  business  cycle. 
Upon  what  kind  of  data  is  this  curve  based — amount 


130 


Outline  of  Economics 


of  physical  production?  average  rate  of  profits  being 
made?  the  index  of  prices? 

7.  What  are  the  effects  of  cycles  of  prosperity  and 
depression  upon  the  (a)  wages,  (b)  unionization,  and 
(c)  employment  of  wage-earners. 

8.  Account  for  the  beginnings  of  prosperity,  and  show 
the  inter-relation  of  retail  prices,  wages,  raw  material 
prices,  interest  rates,  and  profits  during  each  successive 
stage  of  the  cycle. 

9.  What  is  the  relation  of  agriculture  to  the  business 
cycle?  Does  prosperity  result  when  there  is  a  crop 
failure  with  high  prices,  or  is  it  a  result  of  a  bumper 
crop  with  low  prices?  Which  of  the  two  situations  is 
most  favorable  to  industrial  (manufacturing)  ex¬ 
pansion  and  prosperity? 

II.  The  Explanation  of  the  Business  Cycle 

10.  Attempts  have  been  made  by  economists  and  others 
to  demonstrate  that  business  cycles  are  the  result  of 
natural  phenomena,  such  as  rainfall  and  weather 
conditions.  Do  you  think  that  the  business  cycle  is 
a  natural  phenomenon  or  a  business  phenomenon? 
Why? 

11.  What  factors  determine  the  “margin  of  profit”?  Trace 
the  changes  in  these  factors  through  the  business  cycle. 
In  what  industries  would  you  expect  these  changes 
to  appear  first? 

III.  Control  of  the  Business  Cycle  and  Its  Evils 

12.  What  are  the  more  important  evils  in  business  cycles? 

13.  Can  business  cycles  be  eliminated?  If  so,  is  the 
elimination  worth  what  it  would  cost? 

14.  How  has  the  establishment  of  the  federal  reserve  note 
as  the  most  important  element  in  our  paper  currency 
affected  the  business  cycle? 

15.  Upon  what  general  principles  are  the  systems  of 
business  forecasting  based?  Discuss  the  importance, 
as  a  business  indicator  of  (a)  bank  clearings,  (b)  statis¬ 
tics  of  construction  and  building  operations,  (c)  specu¬ 
lation  in  the  stock  market,  and  (d)  interest  rates. 
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Part  IV — Consumption 
CHAPTER  XXVI 
The  Nature  of  Consumption 

I.  Position  of  the  Consumer  in  Modern  Economic 
Society  (M)  833-836,  842-846 

II.  The  Meaning  of  Consumption 

1.  Final  consumption  means  the  use  of  goods  in  the  direct 
satisfaction  of  human  wants. 

2.  Harmful  consumption  means  that  use  of  goods  in  the 
direct  satisfaction  of  human  wants  which  lowers  the 
efficiency  of  the  consumer. 

3.  Destructive  consumption  is  that  form  of  consumption 
in  which  the  satisfaction  derived  is  insignificant  when 
compared  with  other  uses  that  could  be  obtained  from 
the  goods.  Nero’s  burning  of  Rome,  whatever  the 
utility  it  may  have  conferred,  was  destructive  con¬ 
sumption.  Some  luxuries  are  consumed  so  wastefully 
that  their  consumption  amounts  to  destructive  con¬ 
sumption. 

III.  The  Laws  of  Consumption  (M)  828-832 

1 .  Laws  based  on  the  psychology  of  want  satisfaction. 

a.  The  law  of  diminishing  gratification.  The  gratifica¬ 
tion  received  from  the  consumption  of  a  unit  of  a 
good  decreases  as  one  consumes  successive  units  of 
it. 

b.  The  law  of  the  estimation  of  the  utility  of  future 
goods.  “The  present  estimation  of  the  utility  of 
a  future  good  is  less  than  the  present  estimation  of 
the  utility  of  a  present  good,  assuming  no  change 
in  either  quantity  or  quality  of  the  good.” 

c.  The  law  of  variety  in  consumption.  The  maximum 
gratification  may  be  derived  from  consumption  by 
observing  variety  in  the  goods  consumed.  This  law 
is  a  corollary  of  the  law  of  diminishing  gratification. 
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d.  The  law  of  harmony  in  consumption.  The  pleasures 
of  consumption  may  be  enhanced  by  harmony  in 
the  goods  consumed. 

2.  Law  based  on  the  statistics  of  expenditure — Engel’s 
law  applied  to  American  conditions  (E)  137-139. 

a.  As  income  increases,  the  percentage  of  it  expended 
for  (1)  food,  (2)  fuel  and  light  decreases. 

b.  As  income  increases,  the  percentage  of  it  expended 
for  clothing  and  sundries  increases. 

c.  As  income  increases,  the  percentage  of  it  expended 
for  housing  remains  about  constant. 

IV.  The  Economic  Order  of  Consumption  (E)  132-133 
1.  Maintenance  of  the  margin  of  consumption. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  565- 
567. 

Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp.  79- 
91. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  55-57,  70-79, 
83-88,  104-105. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  278-281. 

PROBLEMS 

1.  “The  large  scale  producer,  through  his  control  of  capital,  is 
able  to  dictate  to  the  consumer  as  to  what  he  shall  buy,  and 
how  much  of  it  he  shall  be  permitted  to  buy.” 

“The  consumer,  by  his  decision  to  buy  or  not  to  buy,  is  the 
director  of  social  energy — he  determines  what  shall  be  pro¬ 
duced  and  who  shall  produce  it.” 

Which  is  the  more  nearly  correct  statement  as  applied  to 
present-day  society? 

2.  A  comparison  of  the  present  prices  of  anthracite  coal  and  of 
evening  gowns  correctly  indicates  the  relative  importance  to 
society  of  these  two  commodities.  To  what  extent  is  this  true?  . 
Do  present  prices  reflect  the  valuations  of  all  consumers 
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equally?  In  what  ways  may  changes  in  our  present  standards 
of  consumption  (and  -in  the  direction  of  productive  energy) 
be  effected? 

An  American  family  having  an  income  of  $3,000  a  year  spends 
it  all  in  the  following  way:  food,  $675;  fuel  and  light,  $225; 
rent,  $900;  clothing,  $450;  sundries,  $750.  Upon  the  basis 
of  Engel’s  law  of  expenditure  as  modified  for  American  con¬ 
ditions,  calculate  the  approximate  expenditure  for  each  of 
the  above  items,  if  the  income  is  reduced  to  $2,000,  assuming 
that  the  entire  income  is  spent.  How  do  you  account  for 
changed  expenditure  of  the  income  as  it  changes  in  size? 


134 


Outline  of  Economics 


CHAPTER  XXVII 

Factors  Affecting  Consumption 

I.  Size  of  Income  (E)  433-435 ;  (D)  272-274,  283-287 

The  most  powerful  single  force  controlling  the  individ¬ 
ual’s  consumption  is  the  amount  of  purchasing  power  at 
his  command.  How  much  of  one’s  income  is  spent  and 
how  much  is  saved  seem  to  be  a  matter  of  one’s  standard 
of  living,  and  this  in  turn  seems  to  grow  or  contract  with 
income. 

1 .  Classification  of  people  into  various  income  groups. 

2.  Need  of  budgeting  income  and  expenditures. 

II.  Desire  for  Luxury  (E)  135-137 

1.  Nature  of  luxury. 

To  say  that  luxury  is  “excessive  personal  consump¬ 
tion,”  (E)  136,  is  immediately  to  raise  the  question, 
when  is  consumption  excessive?  It  is  impossible  to 
define  luxury  to  the  satisfaction  of  all,  simply  because 
there  is  no  unanimity  of  opinion  as  to  what  constitutes 
the  excessive  or  superfluous  in  consumption.  As  long 
as  there  are  different  social  classes,  we  may  expect 
different  conceptions  of  luxury.  It  is  the  person  and  the 
time  and  not  the  specific  character  of  the  good  that 
makes  a  good  a  luxury  or  a  necessity.  Luxury  is  a 
relative  concept — relative  to  person  and  time.  Things 
that  were  once  luxuries  to  some  may  in  time  become 
necessities  to  them  and  even  to  all.  The  war,  on  the 
other  hand,  showed  how  things  once  regarded  as 
necessities  were  again  temporarily  placed  in  the  class 
of  luxuries. 

2.  Alleged  justifications  of  luxury. 

a.  People  may  do  with  their  money  what  they  please. 

b.  As  expenditures  for  luxuries  put  money  into  circula¬ 
tion  and  make  work  for  people,  they  are  socially 
desirable. 

3.  Real  justifications  of  luxury. 
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III.  Social  Stimulation  of  Wants 

Among  the  more  important  means  are: 

1.  Custom. 

2.  Fashion. 

3.  Advertising  (H)  290-292. 

4.  Salesmanship. 

5.  Motion  pictures. 

6.  Education. 

7.  Travel. 

IV.  Formal  Control 

1 .  Sumptuary  legislation . 

2.  War  time  lestrictions  (H)  293-295. 

a.  Forms. 

b.  Necessity. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  572- 
615,  663-675. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  92- 

111. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  79-83,  675. 
Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  168-169. 
Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  552-562. 

PROBLEMS 

I.  Size  of  Income 

1.  a.  How  can  an  individual’s  or  a  family’s  standard  of 

living  be  determined? 

b.  Is  there  any  such  thing  as  an  “American  standard 
of  living”?  If  so,  what  and  where  is  it? 

c.  What  determines  the  average  standard  of  living 
which  the  people  of  a  nation  can  maintain? 

II.  Desire  for  Luxuries 

2.  Criticize  the  justification  of  luxury  on  the  ground, 
“The  money  is  ours  and  we  may  do  what  we  please 
with  it.” 

3.  It  is  said  that  the  extravagance  of  the  rich  gives 
employment  to  the  poor.  Is  this  statement  true?  Is 
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extravagance,  then,  an  economic  benefit  which  should 
be  encouraged? 

4.  Criticize  the  theory  that  luxury  is  justifiable  because 
it  makes  work  for  the  poor  and  puts  money  into 
circulation. 

III.  Social  Stimulation  of  Wants 

5.  Are  advertising  campaigns  that  are  designed  to  create 
a  demand  for  certain  new  goods  economically  justifi¬ 
able?  Or  should  wants  be  left  to  themselves  and 
production  allowed  to  adjust  itself  to  them? 

6.  Show  concretely  how  changes  in  fashion  create  wants. 
Can  such  stimulation  of  wants  be  defended  or  does  it 
represent  an  economic  waste? 

7.  In  what  ways  do  motion  pictures  and  the  theatre 
stimulate  new  wants? 

8.  Education  and  travel  develop  many  new  wants.  Show 
why  and  how. 

IV.  Formal  Control 

9.  Is  sumptuary  legislation  or  control  ever  warranted? 
Why? 

10.  A  motor  car  company  advertised  as  follows  during  the 
war:  “Don’t  be  a  business  slacker.  When  our  people 
get  money  they  have  the  courage  to  spend  it.  Right 
now  the  man  who  allows  fear  to  paralyze  the  hand  he 
writes  checks  with  is  just  as  dangerous  to  his  country 
as  the  deliberate  crank  who  throws  a  bomb.” 

Professor  Carver,  about  the  same  time,  said:  “I  am 
not  a  believer  in  mob  violence,  but  if  there  is  any  one 
who  deserves  to  be  mobbed,  it  is  those  respectable 
people,  some  of  them  in  positions  of  high  authority, 
who  still  persist  in  advising  people  that  they  must 
continue  spending  their  money  freely  for  things  they 
do  not  need,  in  order  that  business  may  not  be  dis¬ 
arranged.” 

Which  of  these  statements,  if  either,  is  right? 
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CHAPTER  XXVIII 
Consumption  and  Saving 

I.  Relation  of  Consumption  to  Saving  (C)  94-97,  221-222; 
(E)  97,  133-135 

Desirability  of  securing  a  surplus. 

1.  Individual  (F)  158-159. 

2.  Social. 

II.  Aspects  of  Saving 

1.  Saving  as  conservation. 

2.  Saving  as  postponement  of  consumption. 

a.  Hoarding. 

b.  Investment. 

III.  Sources  of  Savings  (E)  506-508;  (F)  159-160 

1.  Business  surplus. 

2.  Individual  incomes. 

IV.  Agencies  Facilitating  Saving  (F)  160-175 

1.  Savings  institutions,  such  as  banks. 

2.  Bond  houses. 

3.  Insurance  companies. 

4.  Building  and  loan  associations. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  567— 
571. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  83,  316-320. 
Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  201-203, 
285-287. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  72-74; 
v.  2,  37-40. 
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problems 

I.  Relation  of  Consumption  to  Saving 

1.  To  what  extent,  if  any,  is  the  progress  of  society  cor¬ 
related  with  saving? 

II.  Aspects  of  Saving 

2.  “Any  people  can  have  as  much  progress  and  as  high  a 
state  of  civilization  as  they  desire,  provided  they  desire 
strongly  enough  and  are  willing  to  pay  the  price.” 
Explain  how  this  is  possible. 

3.  What  will  be  the  condition  in  a  country  when  con¬ 
sumption  long  outruns  production? 

4.  All  goods  are  consumed.  Saving  or  investment  is  just 
one  form  of  consumption.  What  does  this  mean? 

III.  Sources  of  Savings 

5.  Much  saving  is  said  to  be  costless  saving.  It  is  done  by 
corporations  turning  profits  back  into  the  business. 
Is  this  true? 

6.  Although  about  40  per  cent  of  our  saving  is  costless,  if 
the  interest  rate  should  fall  for  any  length  of  time, 
industry  would  suffer  for  lack  of  new  capital.  Why? 
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Part  V  The  Income  and  Expenditures  of  Government 

CHAPTER  XXIX 
The  Sources  of  Public  Revenue 

I.  Public  Domain  (E)  645-649 

1.  The  historical  significance  of  the  public  domain  as  a 
source  of  revenue. 

2.  The  land  policy  of  the  United  States  as  to 

a.  Agricultural  land. 

b.  Forestland. 

c.  Mineral  land. 

d.  Water  powers. 

II.  Public  Industries — Public  Prices  or  Rates  (E)  649- 
653 

1.  Classification  of  public  industries  as  to  governmental 
purpose  therein. 

a.  Discouragement  of  consumption. 

b.  Regulation. 

c.  Public  service. 

d.  Revenue. 

2.  Basis  of  charges  for  the  products  or  services  of  public 
industries. 

III.  Fees  (E)  654-657 

1.  Nature.  A  fee  is  a  payment  required  from  a  person  to 
defray  in  part  or  whole  the  expense  of  a  special  service 
rendered  him  by  the  government.  The  service  is  less 
dominantly  commercial  than  in  the  case  of  the  public 
price.  University  fees,  court  fees,  sheriff’s  fees  are 
illustrations. 

2.  Advantages  of  the  fee  system. 

3.  Evils  in  the  fee  system. 

4.  Remedies  for  the  evils. 

IV.  Special  Assessments  (E)  657-658 

1.  Nature.  Special  assessments  are  compulsory  contribu¬ 
tions  “levied  in  proportion  to  the  special  benefits  de- 
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rived,  to  defray  the  cost  of  a  specific  improvement  to 
property,  undertaken  in  the  public  interest,”  e.g.,  street 
improvement  assessments. 

2.  Advantages  of  a  system  of  special  assessments. 

3.  Evils  in  special  assessments. 

4.  Remedies  for  the  evils. 

V.  Taxation  (See  Chapter  XXX). 

Required  Readings 

References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  p.  11. 

Edie,  L.  D.,  Economics :  Principles  and  Problems  (1926),  pp.  7 1 4 — 
716. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  202-204;  v.  2,  pp.  348-354,  469-480. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  507-509,  512- 

513. 

PROBLEMS 

I.  Public  Domain 

1.  “In  1818  the  United  States  gave  a  square  mile  of  land 
in  down-town  Chicago  to  the  State  of  Illinois  for 
educational  purposes.  The  rent  from  this  today  would 
be  sufficient  to  support  the  entire  school  system  of  the 
State  of  Illinois  without  an  additional  dollar  of  taxa¬ 
tion.”  Do  you  think  the  state  should  have  kept  this 
land?  Should  the  state  retain  title  to  certain  “school 
lands,”  using  the  revenues  for  educational  purposes? 

2.  How  might  the  United  States  Government  have 
facilitated  land  settlement  and  at  the  same  time  greatly 
increased  revenues  from  public  lands? 

II.  Public  Industries — Public  Prices  or  Rates 

3.  Should  state  industries  be  managed  so  as  to  yield  a 
profit?  Is  a  profit  inconsistent  with  good  state  manage¬ 
ment?  Is  any  general  tendency  with  respect  to  profits 
discernible  in  the  management  of  particular  public 
industries? 

4.  What  kind  of  enterprise  should  be  regarded  as  a  public 
utility? 
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5.  Has  the  state  a  greater  right  to  tax  land  and  natural 
agents  than  produced  wealth? 

III.  Fees 

6.  Is  a  fee  system  of  sufficient  social  use  to  warrant  its 
continuance? 

IV.  Special  Assessments 

7.  Outline  the  circumstances  under  which  you  would 
approve  a  public  improvement,  the  cost  of  which  is  in 
large  part  to  be  borne  by  special  assessments. 

General 

8.  Keeping  in  mind  the  importance  of  attaining  the  maxi¬ 
mum  community  satisfaction  with  the  minimum  of 
waste,  show  how  public  prices  should  be  fixed  or  costs 
borne  for  each  of  the  following: 

a.  State  roads  for  interstate  traffic. 

b.  A  new  street  in  an  undeveloped  city  area. 

c.  Public  parks. 

d.  Postal  service. 

e.  Publications  of  governmental  research  bureaus. 

f.  Water  and  gas  furnished  by  municipally  owned 
plants.. 

g.  Public  instruction  by  state  institutions. 

h.  Inspection  of  food  products  by  state  experts. 

i.  Luxuries  manufactured  under  state  monopoly. 

j.  Probation  of  a  will. 


142 


Outline  of  Economics 


CHAPTER  XXX 
Taxation 

E  The  Importance  of  Taxation  as  a  Public  Question 
(F)  288-289 

Taxation  is  not  only  a  source  of  public  revenue,  but  a 
factor  in  the  distribution  of  wealth,  and  so  the  contro¬ 
versial  center  of  much  actual  and  proposed  reform 
legislation. 

II.  Nature  of  Taxes  (F)  278-281 

A  tax  is  a  general  compulsory  contribution  of  wealth, 
exacted  by  public  authority  according  to  some  general 
rule,  and  levied  without  reference  to  the  special  benefits 
which  the  contributors  may  derive  from  the  public 
purpose  for  which  the  revenue  is  required.  The  absence 
of  a  quid  pro  quo  distinguishes  taxes  from  public  prices, 
fees,  and  special  assessments. 

III.  Criteria  of  Good  Taxes  (H)  802-803 

1.  Uniformity. 

2.  Certainty. 

3.  Convenience. 

4.  Simplicity. 

5.  Economy. 

6.  Justice. 

IV.  Standards  of  Justice  in  Bearing  the  Burden  of 
Taxation  (F)  281-283;  (E)  662-668 

1.  The  principle  of  benefits  received. 

2.  Principle  of  ability  to  pay. 

a.  Bases  of  ability  to  pay. 

(1)  Property. 

(2)  Income. 

(3)  Outgo  or  consumption. 

b.  Variations  in  the  ability  to  bear  the  burden  of 
taxation. 
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(1)  Proportional  taxation.  A  proportional  tax  is 
one  which  levies  a  uniform  percentage  upon 
all  income  or  property,  regardless  of  amount. 

(2)  Progressive  taxation.  A  progressive  tax  is 
one,  the  percentage  of  which  increases  upon 
additional  income  or  property,  at  a  constant 
or  progressive  rate. 

(3)  Regressive  taxation.  A  regressive  tax  is  one 
the  percentage  of  which  diminishes  at  a  con¬ 
stant,  increasing,  or  decreasing  rate  as  the 
amount  of  taxable  property  or  income  in¬ 
creases. 

(4)  Degressive  taxation.  A  degressive  tax  is  one, 
the  percentage  of  which  increases  as  income 
or  property  increases  but  at  a  diminishing 
rate  and  approaching  a  limit. 

V.  Property  Taxes 

1.  General  property  tax  (F)  289-295;  (E)  693-696. 

a.  Its  development. 

b.  Its  underlying  theory. 

c.  Faults  of  the  general  property  tax. 

d.  Reforms. 

2.  Personal  property  tax. 

VI.  Corporation  and  Business  Taxes  (F)  298-303 

1 .  Forms  of  corporation  taxes. 

2.  Methods  of  taxing  corporations. 

3.  Difficulties  in  taxing  corporations. 

4.  Business  license  taxes. 

5.  Transaction  taxes. 

VII.  Consumption  and  Other  Expenditure  Taxes 

(E)  687-690 

1.  Federal  internal  revenue  taxes  (E)  681-682. 

a.  Forms. 

(1)  Tax  on  cigars  and  tobacco. 

(2)  Tax  on  admissions  and  dues. 

(3)  Excise  taxes,  including  so-called  “luxury 
taxes.” 

b.  Merits  of  such  taxes. 

c.  Defects  of  such  taxes. 
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2.  Customs  duties  (E)  677-681. 

a.  Kinds. 

b.  Importance  for  federal  revenue. 

c.  Extent  to  which  the  foreign  exporter  can  be  made 
to  pay  the  duty. 

d.  Merits  of  customs  duties. 

e.  Defects  of  customs  duties. 

VIII.  Income  Taxes,  Personal  and  Corporate  (F)  306-316 

1.  Nature  of  the  income  tax. 

2.  History  of  federal  income  taxation. 

3.  Provisions  of  the  last  federal  income  tax  law. 

4.  Merits  of  the  income  tax. 

5.  Difficulties  in  the  income  tax. 

6.  Importance  for  state  and  federal  revenue. 

IX.  Estate  and  Inheritance  Taxes  (E)  690-692;  (F)  304- 
306 

1.  Difference  between  estate  and  inheritance  taxes. 

2.  The  gift  tax. 

3.  Importance  for  state  and  federal  revenue. 

4.  Merits  of  estate  and  inheritance  taxes. 

5.  Problem  raised  by  inheritance  taxation  in  the  U.  S. 

X.  The  Shifting  and  Incidence  of  Taxes  (F)  283-286 

1.  Nature  of  shifting.  Shifting  means  passing  on  the 
burden  of  the  tax,  e.g.,  the  duty  on  tea  is  shifted  by 
the  importer  to  the  consumer. 

2.  Nature  of  incidence.  By  the  incidence  of  a  tax  is 
meant  the  final  location  of  the  burden  of  the  tax. 

3.  Comparison  of  various  taxes  with  reference  to  the 
possibility  of  shifting.  * 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  620- 
675. 

Clay,  Henry,  Economics  for  the  Genral  Reader  (Am.  ed.;  1918), 
pp.  365-369. 
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Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp.  716- 
744. 

Fairchild,  F.  R.,  hurness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp. 350-351, 365-432,  453-468. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  513-573. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  136-138, 
269-273. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  505-562. 

PROBLEMS 

I.  Importance  of  Taxation 

1.  a.  Should  taxation  be  used  as  a  means  of  changing 

the  present  distribution  of  wealth?  Why,  or 
why  not? 

b.  In  case  taxation  were  to  be  used  for  this  purpose, 
what  forms  of  taxation  would  most  effectively 
accomplish  this  end?  Explain. 

2.  “A  French  philosopher,  Montesquieu,  laid  it  down 
as  a  law,  invariable  and  without  exception,  that 
liberty  increases  public  expenditures.”  Is  this  true? 
Why? 

Does  taxation  increase  with  the  progress  of  a 
modern  state?  Why? 

IV.  Standards  of  Justice  in  Bearing  the  Burden  of 
Taxes 

3.  “Has  the  state  the  moral  right  to  tax  the  bachelor 
for  the  support  of  schools?  to  pay  for  harbor  im¬ 
provements  through  internal  revenue  duties?  to 
pay  for  the  professional  education  of  lawyers  and 
physicians  by  land  taxes?  to  pay  old-age  pensions 
by  levying  income  taxes?” 

4.  “From  each  according  to  his  ability,  to  each  accord¬ 
ing  to  his  need,”  is  the  ideal  held  forth  by  an  old 
Socialistic  maxim.  Is  this  the  theory  underlying 
progressive  taxation?  Does  the  recent  increase  in 
social  legislation  indicate  that  government  is  un¬ 
consciously  serving  this  purpose? 

V.  Property  Taxes 

5.  The  general  property  tax  is  usually  proportional 
in  form.  Is  it  also  proportional  in  practice? 
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6.  Outline  a  plan  for  eliminating  some  of  the  abuses 
of  the  general  property  tax. 

7.  Should  mining  land,  forest  land,  and  farming  land 
be  taxed  upon  the  same  basis?  Why? 

VII.  Consumption  Taxes 

8.  “On  every  hand  we  see  an  enormous  surplus  of 
income  over  the  needs  of  subsistence. ”  The  follow¬ 
ing  instances  may  be  used  to  support  this  contention. 

a.  $62,000  was  spent  during  thrift  week  in  1920  in 
Beloit,  Wisconsin,  for  movies,  candy,  ice  cream, 
etc. 

b.  Baseball,  football,  and  prize-fights  attract  enor¬ 
mous  crowds  and  yield  tremendous  gate-receipts. 

c.  Tens  of  thousands  of  dollars  are  spent  annually 
at  the  universities  in  the  United  States  for 
“proms,”  “formals/;  military  balls,”  and  the 
incidentals  pertaining  thereto. 

d.  In  1919,  $1,150,826,000  was  spent  for  tobacco 
and  $59,592,000  for  perfumery  and  cosmetics 
in  the  United  States. 

Should  we  not  lighten  the  burden  of  taxation 
on  property  and  income  by  imposing  heavy  taxes 
on  these  luxury  expenditures? 

VIII.  Income  Taxes 

9.  What  are  the  reasons  why  the  income  tax  is  becom¬ 
ing  such  a  firmly  established  method  of  taxation? 
What  are  its  chief  defects? 

10.  Many  economists  have  regarded  as  intolerable  a 
condition  of  society  in  which  the  rich  are  looked 
upon  as  “mere  prey  and  pasture  for  the  poor.” 

Is  there  any  justification  for  high  surtaxes  on 
incomes? 

11.  Is  it  true  that  all  taxes  must  be  paid  out  of  income? 
How  else  may  taxes  be  paid?  If  true,  should  we 
not  abolish  all  taxes  except  a  single  uniform  income 
tax?  Why,  or  why  not? 

IX.  Estate  and  Inheritance  Taxes 

12.  Mr.  Otto  Kahn,  a  New  York  financier,  recently  said : 
“To  a  certain  degree,  inheritance  taxation,  in  its 
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very  nature,  has  the  economic  ill  effect  of  impairing 
or  sometimes  even  destroying  that  which  a  life-time 
of  individual  effort  and  planning  has  created.  Values 
and  assets  thus  impaired  or  destroyed  must  be 
re-created,  else  production  must  fall  behind.  That 
means  a  duplication  of  work  for  each  generation, 
a  waste  of  national  energy,  and  thus  a  loss  to  the 
community.” 

Does  this  contention  destroy  the  arguments  for 
inheritance  taxation? 

13.  Is  the  government  justified  in  using  the  inheritance 
tax  as  a  means  of  distributing  wealth  as  well  as  for 
fiscal  purposes? 

14.  It  can  be  argued  that  the  inheritance  tax  provision 
setting  lower  rates  on  bequests  to  children  than  on 
gifts  to  distant  relatives  and  strangers,  will  operate 
in  much  the  same  way  as  the  old  law  of  primo¬ 
geniture;  i.e.,  it  will  result  in  the  concentration  of 
wealth  in  the  direct  line  of  descent.  What  do  you 
think  of  this  argument? 

15.  Should  an  estate  or  inheritance  tax  be  a  federal  tax, 
state  tax,  or  both?  What  are  the  arguments  for 
each? 

X.  Shifting  of  Taxes 

16.  Discuss  the  possibility  of  shifting  the  following 
kinds  of  taxes: 

a.  The  personal  property  tax. 

b.  A  tax  on  real  property. 

c.  The  income  tax. 

d.  A  tariff  duty. 

e.  The  inheritance  tax. 
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CHAPTER  XXXI 
Public  Expenditures 

I.  Nature  o:f  Public  Finance  (E)  614-615 

“Public  finance  deals  with  the  revenues  of  government, 
with  their  expenditure,  and  their  administration.” 

II.  Distinctive  Characteristics  of  a  Public  in  Contrast 
with  a  Private  Economy 

1.  Relative  elasticity  of  public  revenues  and  relative 
inelasticity  of  public  expenditures. 

2.  Perpetuity  of  the  state. 

3.  Inclusive  aim  of  public  expenditures. 

III.  The  Growth  in  Public  Expenditures  (E)  615-625 

1.  Absolute  and  relative  amount  of  public  expenditures 
in  the  United  States  in  1913. 

2.  Reasons  for  the  growth  in  public  expenditures. 

3.  Proper  proportion  between  the  total  income  of  society 
and  public  expenditures. 

a.  Wagner’s  rule. 

4.  Policies  concerning  public  expenditures. 

a.  The  policy  of  extravagance. 

b.  The  policy  of  parsimony. 

c.  The  policy  of  frugality. 

d.  The  policy  of  economy. 

Good  government  comes  high  but  it  is  worth  it. 

IV.  The  Development  of  Public  Expenditures  (E)  625-632 

1.  As  to  historical  sequence — reasons. 

a.  External  security. 

b.  Internal  security. 

c.  Promotion  of  material  interests. 

d.  Benevolence. 

e.  Education. 

f.  Labor. 

2.  As  to  regularity  and  irregularity — reasons. 
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Required  Readings 

References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  11-13, 
619-620. 

Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp.  710- 
714. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  341-347. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  503-507,  512— 
513. 

PROBLEMS 

II.  Distinctive  Characteristics  of  a  Public  in  Contrast 

with  a  Private  Economy 

1.  Illustrate  the  distinctive  ways  in  which  a  public  econ¬ 
omy  differs  from  a  private  economy. 

III.  The  Growth  in  Public  Expenditures 

2.  Account  for  the  growth  in  public  expenditures  (if  there 
has  been  any)  of  your  own  city;  of  the  State  of  Wis¬ 
consin;  of  the  United  States  Government. 

3.  It  has  been  said  that  “good  government  comes  high 
but  it  is  worth  it.”  Is  the  statement  true? 

4.  Many  American  cities  have  completely  transformed 
their  civic  appearance  in  recent  years,  at  great  expense 
to  the  taxpayers;  other  cities  have  allowed  themselves 
to  become  increasingly  unkempt  and  ill-ordered.  Which 
cities  may  be  called  extravagant,  parsimonious,  or 
economical?  Analyze  the  standards  you  are  applying. 

IV.  The  Development  of  Public  Expenditures 

5.  “Less  government  in  business  and  more  business  in 
government”  typifies  the  reaction  of  certain  groups  to 
increasing  “paternalism”  in  governmental  activity. 

At  the  same  time,  other  groups  are  urging  increased 
public  expenditures  in  the  administration  of  legislation 
limiting  freedom  of  business  activity  to  protect  the 
public  welfare. 

Justify  your  own  position  with  reference  to  this  issue. 
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CHAPTER  XXXII 

Public  Loans  and  Debts 

I.  Unbalanced  Governmental  Budgets 

The  modern  state  is  said  to  follow  a  policy  of  deficit 
financiering. 

1.  Reasons. 

2.  Consequences. 

II.  The  Justification  of  Resorting  to  Government  Loans 
(E)  633-635 

1.  Provision  for  the  extraordinary  expenditures  of  some 
emergency,  such  as  war. 

2.  Provision  for  public  works — “investments  on  capital 
account.” 

III.  Amounts  of  the  Public  Debts  of  the  Leading  Nations 
of  the  World  (F)  275-278;  (E)  636-638 

1.  Pre-war  indebtedness. 

2.  War  loans. 

3.  Present  indebtedness. 

IV.  Relation  Between  Loans  and  Taxes  (E)  638-644 

Extent  to  which  present  fiscal  burdens  can  be  shifted 
to  the  future  by  means  of  loans. 

V.  Economic  Effects  of  Public  Debts  (E)  304-310 

1 .  At  time  of  borrowing. 

2.  At  time  of  payment. 

VI.  The  Payment  or  Repudiation  of  Public  Debts 

Differences  in  this  respect  between  private  and  public 
debtors. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  664- 
667. 
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Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp.  736- 

741. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  354-364. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  509-512. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  293-294; 
v.  2,  pp.  37-40. 

PROBLEMS 

L  Unbalanced  Governmental  Budgets 

1.  One  of  the  outstanding  problems  of  leading  European 
nations  since  the  close  of  the  War  has  been  the  problem 
of  balancing  their  budgets.  Account  for  the  problem  and 
show  how  it  has  been  or  is  being  solved. 

2.  Do  the  state  and  a  private  individual  differ  in  any 
important  respects  as  far  as  the  necessity  of  keeping 
expenditures  within  income  is  concerned? 

3.  What  alternatives  are  open  to  a  state  that  fails  to 
balance  its  budget? 

II.  J  ustification  of  Resorting  to  Government  Loans 

4.  Under  what  circumstances  is  a  municipality,  state,  or 
nation  justified  in  floating  a  bond  issue? 

IV.  Relation  Between  Loans  and  Taxes 

5.  It  is  often  said  that  the  financial  burden  of  war  cannot 
be  shared  with  future  generations.  In  what  sense  is 
this  observation  correct? 

Can  the  expenses  of  modern  wars  be  paid  out  of 
current  revenues?  What  determines  whether  wars 
should  be  financed  through  taxes  or  through  loans? 

V.  Economic  Effects  of  Public  Debts 

6.  It  is  frequently  said  that  a  nation  is  most  sound 
economically  when  it  carries  a  large  internal  debt. 
This  principle  is  not  followed  in  private  finance.  Why, 
then,  should  it  be  advanced  in  connection  with  public 
finance?  Do  you  think  the  principle  a  desirable  one? 
Is  there  any  difference  in  this  connection  between  an 
internal  and  an  external  debt? 
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Part  VI — Economic  Policies  and  Politics 
CHAPTER  XXXIII 

The  Policies  of  Mercantilism,  Laissez  Faire,  and 
Government  Control 

I.  The  Changing  Economic  Policies  of  Government 
(M)  1032-1034 

1 .  The  policy  of  mercantilism. 

2.  The  policy  of  laissez-faire. 

3.  The  policy  of  government  control. 

II.  Important  Mercantilistic  Doctrines 

1.  Emphasis  upon  nationalism. 

2.  Importance  of  the  precious  metals. 

3.  Encouragement  of  foreign  trade. 

a.  Import  duties  and  export  bounties. 

b.  Colonization. 

c.  Establishment  of  great  trading  companies. 

d.  Commercial  treaties. 

4.  Doctrine  of  a  favorable  balance  of  trade. 

5.  Encouragement  of  manufactures. 

a.  Desirability  of  cheap  raw  materials. 

b.  Desirability  of  cheap  foodstuffs. 

c.  Desirability  of  large  population. 

6.  Encouragement  of  the  shipping  industry. 

III.  The  Reaction  Against  Mercantilism 

IV.  Leading  Principles  in  the  Laissez-Faire  Policy 
(M)  1036-1037,  1044-1046 

1.  Natural  rights. 

2.  Individual  liberty. 

3.  Enlightened  self-interest. 

4.  Free  competition. 
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V.  Reasons  for  the  Strong  Hold  of  the  Laissez-Faire, 
Policy  in  the  United  States  (M)  1034-1036 

1.  Reaction  against  the  economic  and  political  oppression 
prevailing  in  European  countries  from  which  early 
American  settlers  came. 

2.  Militant  individualism  of  the  American  settler. 

3.  Universality  of  opportunity  prevailing  in  a  new 
country. 

VI.  The  Reaction  Against  Laissez-Faire  (M)  1046-1049, 
1037-1040 

Among  the  more  important  reasons  were: 

1.  Appearance  of  much  social  injustice  in  our  economic 
life. 

2.  Decline  of  effective  competition. 

3.  Economic  interdependence  of  our  time. 

VII.  The  Policy  of  Government  Control  (M)  1040-1041 

Required  Readings 

References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  72-100 
740-749. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  57-63,  360-388,  423-425,  440. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  83-90;  v.  2,  623-648. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  11-17. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  116-124, 
169-172,  556-560,  627-631. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  475-478, 
507-509,  535-537. 

PROBLEMS 

II.  Important  Mercantilistic  Doctrines 

1.  England  was  a  typical  mercantilistic  country  during 
the  sixteenth  and  seventeenth  centuries.  How  do  you 
account  for  the  great  emphasis  placed  upon  the  supply 
of  precious  metals  within  the  country  at  that  time? 
How  were  the  economic  policies  of  the  nation  designed 
to  bring  about  a  “favorable  balance  of  trade”? 
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III.  The  Reaction  Against  Mercantilism 

2.  The  beginnings  of  capitalism  in  England  may  be 
attributed  in  large  part  to  protective  mercantilist 
regulations.  Why,  then,  did  the  new  “industrialists” 
of  the  eighteenth  century  wish  to  throw  off  these 
restrictions?  How  were  they  successful? 

3.  What  connection,  if  any,  is  there  between  the  “in¬ 
dustrial  revolution”  and  the  transition  to  “laissez-* 
faire”? 

VI.  The  Reaction  Against  Laissez-Faire 

4.  Discuss  the  causes  of  modifications  in  the  policy  of 
laissez-faire  in  Great  Britain  during  the  nineteenth 
century.  Has  the  attitude  of  the  American  govern¬ 
ment  undergone  a  similar  change?  Why  or  why  not? 

VII.  The  Policy  of  Government  Control 

5.  Show  how  mercantilism  and  the  present  policy  of 
government  regulation  differ  in  purpose  and  forms  of 
control. 

6.  According  to  John  Stuart  Mill,  governments  have 
certain  necessary  functions,  beyond  which  may  be 
recognized  certain  optional  functions  only  some  of 
which  are  justifiable.  “Laissez-faire,”  he  wrote  in 
1848,  “should  be  the  general  practice;  every  departure 
from  it,  unless  required  by  some  great  good,  is  a  certain 
evil.”  What  would  you  regard  as  necessary  functions? 
What  other  functions  are  justifiable?  What  principle 
governs  your  decision? 

7.  The  policy  of  laissez-faire  assumes  that  competition 
will  remain  free  and  equal,  thus  affording  free  scope 
for  individual  initiative,  while  securing  for  society  the 
best  possible  direction  of  productive  energy,  and 
reasonable  prices. 

In  what  respects  did  these  assumptions  break  down, 
thus  leading  to  increasing  government  control  of  in¬ 
dustry? 

8.  Outline  the  more  important  forms  of  governmental 
control  over  economic  life  in  the  United  States,  and 
show  briefly  the  reasons  for  the  appearance  of  each. 
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CHAPTER  XXXIV  ' 

The  Control  of  Foreign  Trade:  Protectionism 
and  Free  Trade 

I.  International  Economic  Rivalry 

II.  Use  of  Tariffs  to  Control  World  Trade  . 

III.  The  Arguments  for  Protection  Together  with  Their 
Historical  and  Present  Validity  as  Applied  to  the 
United  States  (F)  246-269;  (E)  369-373 

1.  Promotion  of  nationalism. 

2.  Protection  of  infant  industries. 

3.  Development  of  the  industrial  independence  so  desir¬ 
able  in  the  event  of  war. 

4.  Development  of  the  home  market. 

5.  Defense  against  “dumping.” 

6.  Protection  of  the  wages  of  labor. 

7.  Balance-of-trade  argument. 

IV.  The  Argument  for  Free  Trade  Together  with  Its 
Historical  and  Present  Validity  as  Applied  to  the 
United  States  (E)  373-381 

1.  The  comparative  costs  argument.  The  free  trader 
argues  that  the  existence  of  a  system  of  free  trade  will 
make  it  possible  for  every  nation  to  develop  itself 
through  industries  in  which  its  labor  can  be  most 
effectively  applied  and  for  which  it  has  the  greatest 
natural  aptitudes.  He  contends  that  the  free  trade 
system  will  make  possible  the  greatest  international 
division  of  labor. 

a.  Economic  aspects  of  the  comparative  costs  argu¬ 
ment. 

b.  Political  aspects  of  the  comparative  costs  argument. 

V.  Tariff  Policies  of  the  United  States  (F)  207-228 

1 .  Period  of  tariff  for  revenue  only. 

2.  Period  of  a  low  protective  tariff. 

3.  Period  of  a  high  protective  tariff. 


156 


Outline  of  Economics 


VI.  The  Permanent  Non-Partisan  Tariff  Commission 

1.  Its  organization. 

2.  Its  functions. 

3 .  Its  probable  developments. 

Required  Readings 

References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  443- 

468. 

Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp.  685- 

705. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  433-452. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  402-421. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  556-571. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  1,  pp.  507-544. 

PROBLEMS 

III.  The  Arguments  for  Protection 

1.  Why  does  a  nation  desire  to  be  economically  self- 
sufficient?  Is  such  a  condition  possible  today?  Is  it 
desirable?  At  what  cost  to  a  nation  is  the  policy  of 
protectionism  adopted? 

2.  “If  the  protective  tariff  were  entirely  to  cease  in  1842, ” 
declared  Henry  Clay  in  1840,  “it  would  have  existed 
quite  as  long  as  its  friends  supposed  might  be  neces¬ 
sary.”  What  theory  of  protection  did  Clay  advocate? 

3.  Chambers  of  Commerce  and  Booster  Clubs  in  the 
thriving  towns  and  cities  of  the  west  are  fond  of  such 
slogans  as  “Patronize  Home  Industries”  and  “Keep 
Your  Money  at  Home.”  Why  are  local  interests  con¬ 
cerned  with  such  a  program?  Do  you  think  such  a 
policy  desirable  from  a  national  point  of  view? 

4.  Under  a  protective  tariff  the  home  producer  can 
benefit  only  at  the  expense  of  the  home  consumer. 
Criticize  this  position. 

5.  In  order  to  aid  the  farmer,  the  Republicans,  in  the 
last  tariff  bill  put  a  duty  of  25  cents  per  bushel  on 
imported  wheat.  Can  such  a  tariff  be  of  any  benefit 
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to  the  farmer?  Does  it  raise  the  price  of  bread  in  the 
United  States? 

6.  It  is  often  said  that,  just  as  restrictions  on  immigration 
keep  out  cheap  foreign  labor,  so  a  protective  tariff 
keeps  out  cheap  foreign  goods, — thus  keeping  wages 
high,  and  benefiting  American  laborers.  Criticize 
this  argument. 

7.  It  is  commonly  argued  that  protective  tariffs  create 
new  jobs  because  they  develop  home  industry.  Is 
this  true? 

8.  What  is  the  effect  of  a  truly  protective  tariff  on 
revenue?  Would  it  be  possible,  as  is  often  urged,  for 
a  tariff  to  equalize  the  costs  of  production  at  home 
and  abroad?  If  not,  why  not?  If  so  what  would  be 
the  effect  of  such  a  tariff  upon  imports? 

IV.  The  Argument  for  Free  Trade 

9.  Taking  only  economic  considerations  into  account, 
do  you  think  that  a  protective  tariff  should  be  main¬ 
tained  in  this  country?  If  the  comparative  costs 
argument  is  sound,  should  we  at  once  adopt  a  free 
trade  policy? 

10.  A  universal  policy  of  free  trade  would  mean  the  best 
possible  utilization  of  natural  resources  and  labor. 
Is  this  true?  If  true,  why  is  such  a  policy  not  adopted 
at  once? 

11.  It  is  said  that  the  universal  adoption  of  free  trade  is 
essential  to  the  establishment  of  universal  peace.  Why 
or  why  not? 

V.  Tariff  Policies  of  the  United  States 

12.  Discuss  the  importance  of  the  tariff  in  American 
political  life.  How  did  it  come  to  be  a  line  of  cleavage 
between  the  great  political  parties?  Is  it  a  major  issue 
today?  Is  the  prominence  of  this  issue  a  desirable 
thing  in  American  politics? 
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CHAPTER  XXXV 

The  Control  of  Industrial  Combinations 

I.  Legal  Doctrines  Relating  to  Combinations  (F)  522- 
529; (E)  220-221 

1.  Common  law  principle  forbidding  undue  restraint  of 
trade. 

2.  Common  law  prohibition  of  the  formation  of  partner¬ 
ships  of  corporations. 

3.  Statute  law  doctrine  of  restraint  of  trade. 

4.  Court  doctrine  of  reasonable  restraint  of  trade. 

II.  The  Sherman  Antitrust  Law  (F)  529-537;  (E)  221-226; 
(H)  462-463 

1.  Provisions. 

2.  Important  prosecutions  under  the  Act. 

III.  The  Clayton  Antitrust  Law  (F)  537;  (E)  226-227; 
(H)  468-469 

1.  Provisions.  Prohibitions  against 

a.  Local  price  discriminations. 

b.  Tying  clauses  in  contracts. 

c.  Intercorporate  stockholding  and  interlocking  direc¬ 
torates  that  lessen  competition. 

IV.  The  Federal  Trade  Commission  (F)  537-539;  (E)  227— 
228; (H)  469-470 

1.  Organization  of  the  Commission. 

2.  Functions  of  the  Commission. 

a.  To  prevent  unfair  methods  of  competition  in  com¬ 
merce. 

b.  To  investigate  such  methods. 

V.  Public  Policy  Toward  Combinations  (E)  229-231 

1 .  Policy  of  destruction. 

2.  Policy  of  prevention. 

3.  Policy  of  regulation. 

Required  Readings 
References  contained  in  above  chapter. 
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Suggested  Readings 

Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp.  755- 

761. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  192-193;  v.  2,  pp.  57-70. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  477-502. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  632-642. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  441-443, 
458-463. 

PROBLEMS 

I.  Legal  Doctrines  Relating  to  Combinations 

1.  What  is  the  legal  doctrine  of  “restraint  of  trade”  and 
how  does  it  apply  to  industrial  combinations? 

II.  The  Sherman  Antitrust  Law 

2.  Account  for  the  general  demand  for  legislation  against 
the  “trusts”  in  the  last  two  decades  of  the  nineteenth 
century  in  the  United  States.  Why  was  the  common 
law  inadequate  for  the  protection  of  the  people? 
Exactly  what  did  the  Sherman  Act  purport  to  add  to 
the  law  of  combinations? 

3.  What  does  the  Sherman  Antitrust  Act  seek  to  accom¬ 
plish?  How  was  the  interpretation  of  the  act  modified 
by  the  Supreme  Court  decision  in  the  Standard  Oil  and 
American  Tobacco  Company  cases  of  1911? 

III.  The  Clayton  Antitrust  Law 

4.  Show  in  what  important  respects  the  Clayton  Act  of 
1914  supplements  the  Sherman  Act  in  the  regulation 
of  combinations  and  the  control  of  industrial  practices. 

IV.  The  Federal  Trade  Commission  Act 

5.  Are  the  powers  of  the  Federal  Trade  Commission  such 
as  to  render  it  an  effective  control  agency  over  industrial 
combinations  and  objectionable  trade  practices?  Are 
its  powers  over  industry  comparable  to  those  of  the 
Interstate  Commerce  Commission  over  the  railways? 

V.  Public  Policy  Toward  Combinations 

6.  Discuss  the  present  status  of  combinations  under 
American  law  and  indicate  what  developments  you 
consider  desirable. 
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CHAPTER  XXXVI 

The  Control  of  Public  Utilities 

I .  Nature  and  Kinds  of  Public  Utilities 

1.  The  necessity  for  government  regulation  (F)  492-493. 

II.  Tiie  Complaints  Against  the  Railways  (F)  483-488 

Among  the  more  important  complaints  against  the  rail¬ 
ways  which  eventually  led  to  the  establishment  of  govern¬ 
ment  control  were  the  following: 

1.  Unreasonably  high  rates  based  upon  the  principle  of 
charging  what  the  traffic  will  bear. 

2.  The  pooling  of  earnings  or  traffic. 

3.  Discrimination  between  commodities. 

4.  Discrimination  between  places — “the  long  and  short 
haul”  abuse. 

5.  Discrimination  between  individuals,  the  abuse  of  re¬ 
bating. 

6.  The  issuance  of  passes  to  favored  individuals. 

7.  Overcapitalization. 

III.  Government  Regulation  of  the  Railways  (F)  494-504; 
(E)  569-576 

1.  Fegislative  enactments.  The  most  important  federal 
statutes  regulating  the  railways  are  the  Interstate 
Commerce  Act  of  1887,  the  Elkins  Act  of  1903,  the 
Hepburn  Act  of  1906,  the  Mann-Elkins  Act  of  1910, 
the  Clayton  Act  of  1914,  and  the  Esch-Cummins  Act 
of  1920. 

2.  Commission  control. 

a.  The  Interstate  Commerce  Commission. 

b.  State  public  utility  commissions.  In  one  form  or 
other  these  have  been  established  in  all  states  of 
the  Union. 

IV.  Powers  of  the  Interstate  Commerce  Commission 

The  Commission,  under  authority  granted  it  by  Con¬ 
gress,  has  power  to  regulate  interstate  commerce.  The 
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regulatory  powers  of  the  Commission  may  be  classified 
as  follows: 

1 .  As  to  scope. 

Steam  railways,  electric  railways,  express  companies, 
sleeping  car  companies,  pipe  lines,  telegraph  and  tele¬ 
phone  companies  are  included  within  the  jurisdiction 
of  the  Commission  to  the  extent  that  they  do  an  inter¬ 
state  business. 

2.  As  to  rates. 

a.  Reasonableness  of  rates. 

b.  Fixing  maximum  rates. 

c.  Publication  of  rates. 

d.  Changes  in  rates. 

e.  Suspension  of  rates. 

3.  As  to  discriminations. 

a.  Prohibition  of  rebating. 

b.  Prohibition  of  free  passes. 

c.  Prohibition  of  discriminatory  charges  for  the  short 
haul  and  the  long  haul,  when  the  former  is  included 
within  the  latter. 

4.  As  to  combinations. 

a.  Prohibition  of  pooling. 

b.  Prohibition  of  inter-corporate  stock  holding,  the 
effect  of  which  is  to  lessen  competition. 

c.  Permission  for  consolidations. 

5.  As  to  service. 

V.  Powers  of  State  Public  Utility  Commissions 

1 .  Over  railways. 

2.  Over  other  public  utilities. 

VI.  Government  Ownership  of  Public  Utilities  (E)  576— 
577 

1.  The  problems  in  government  ownership  of  the  railways. 

2.  The  problems  in  government  ownership  of  the  munici¬ 
pal  utilities. 


Required  Readings 
References  contained  in  above  chapter. 
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Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  310— 
314. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918), 
pp.  124-136. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  23-45,  479-480. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  434-447,  449- 
467. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  593-597, 
615-626. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  116-118, 
417-440. 

PROBLEMS 

III.  Government  Regulation  of  Railways 

1.  The  Esch-Cummins  Law  guarantees  the  railroads  a 
return  of  5f  per  cent  upon  their  aggregate  value.  The 
railroads  of  the  country  are  no  more  entitled  to  a 
guaranteed  income  than  are  the  farmers. — Discuss  the 
previous  statements,  either  explaining  why  they  are 
true,  or  pointing  out  why  they  are  false  or  inadequate. 

2.  In  1887  Congress  by  legislation  sought  to  discourage 
railway  combinations  by  declaring  pooling  illegal. 
What  change  in  attitude  do  you  observe  in  the  Trans¬ 
portation  Act  of  1920?  How  do  you  account  for  this 
change?  The  Van  Sweringen  interests  have  recently 
tried  to  unite  a  number  of  railways  in  the  trunk  line 
territory,  including  The  Nickel  Plate,  The  Pere  Mar¬ 
quette,  The  New  York,  Chicago,  and  St.  Louis,  etc. 
Should  such  a  combination  be  permitted? 

3.  A  recent  decision  of  the  United  States  Supreme  Court 
holds  that  the  Railway  Labor  Board  has  no  power  to 
enforce  its  decisions  against  railway  employers  and 
railway  employees  except  by  public  opinion.  Should 
Congress  give  the  Board  the  power  to  enforce  its 
decisions  by  law? 

VI.  Government  Ownership  of  Railways 

4.  Discuss  the  following  statements  from  a  recent  cam¬ 
paign  text  book:  Railroad  competition  has  ceased. 
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Transportation  has  become  a  huge  monopoly.  A  private 
monopoly  is  indefensible  and  will  not  be  long  endured 
by  the  American  people.  Public  ownership  of  railroads 
is  inevitable. 

5.  Railway  stocks  are  now  selling  at  an  average  price  of 
43  per  cent  of  their  face  value;  railway  bonds  are  selling 
at  an  average  price  of  70  per  cent  of  their  face  value. 
What  does  the  Transportation  Act  of  1920  do  to  help 
solve  the  problem  of  railway  credit?  Would  government 
ownership  help  solve  the  problem  of  railway  credit? 

6.  Government  ownership  of  public  utilities  has  been 
condemned  because  of  the  alleged  failure  of  most 
experiments.  Did  we  have  government  ownership  of 
the  railroads  in  this  country  during  the  War?  Has  the 
private  management  of  the  roads  since  the  War  dis¬ 
posed  of  the  movement  toward  government  ownership? 
What  drawbacks,  if  any,  are  there  to  the  government 
ownership  and  operation  of  the  railways  in  the  United 
States? 


164 


Outline  of  Economics 


CHAPTER  XXXVII 

The  Control  of  Industry  for  the  Protection  of  Labor 

I.  Philosophy  of  Labor  Legislation  (D)  818-819; 
(E)  468-469;  (M)  569-570,  1061-1063. 

Grounds  for  exercising  the  police  power  of  the  state. 

II.  Legal  Difficulties  in  Procuring  Protective  Legis¬ 
lation  for  Labor 

1.  Division  of  power  between  state  and  federal  govern¬ 
ments. 

2.  Depriving  a  person  of  life,  liberty,  or  property 
without  due  process  of  law. 

3.  Interference  with  freedom  of  private  contract. 

4.  Class  legislation. 

III.  Legislation  Concerning  Hours  of  Work 

1 .  Need  of  such  legislation. 

2.  Lorms  of  such  legislation. 

3.  Extent  of  such  legislation. 

IV.  Safety  and  Health  Legislation 

1.  Need  (D)  401-404,  428-430. 

2.  Lorms. 

V.  Child  Labor  Legislation  (E)  474-477;  (D)  819-824; 
(M)  558-560 

1.  The  problem  of  child  labor. 

2.  Lederal  child  labor  laws. 

a.  Congressional  Act  of  1916  forbidding  transporta¬ 
tion  of  the  products  of  child  labor  in  interstate 
commerce.  Declared  unconstitutional  in  1918. 

b.  Congressional  Act  of  1919  placing  a  prohibitive 
tax  on  child  labor  products.  Declared  unconstitu¬ 
tional  in  1922. 

3.  Proposed  constitutional  amendment  of  1924. 

4.  Need  of  legislation  by  the  states. 
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VI.  Minimum  Wage  Legislation  (E)  477-482;  (F)  368-370; 
(D)  842-845,  851-854 

1.  Arguments  for  a  legal  minimum  wage. 

2.  Arguments  against  a  legal  minimum  wage. 

3.  The  extent  and  types  of  minimum  wage  legislation. 

VII.  Legislation  Concerning  Employers’  Liability 
(D)  412-415 

1.  Procedure  in  recovering  damages  under  the  common 

law. 

2.  Employers’  liability  under  the  common  law.  The 
employer  is  required  “to  use  reasonable  care  in 
protecting  his  employees  against  injury  while  engaged 
in  his  service.”  He  is  required  to  provide  a  reasonably 
safe  place  to  work,  reasonably  safe  tools,  and  reason¬ 
ably  competent  fellow  employees. 

3.  Possible  common  law  defenses  of  the  employer  in 
damage  suits. 

a.  Contributory  negligence  of  the  employee. 

b.  Fellow  servant  rule. 

c.  Assumption  of  risk. 

4.  Statutory  amendments  of  employers’  liability  acts. 

VIII.  Workmen’s  Compensation  Legislation  (D)  416-421. 

1.  Contrast  between  compensation  and  damages. 

2.  Provisions  of  workmen’s  compensation  laws. 

a.  Scope. 

b.  Scale  of  compensation. 

c.  Administration. 

(1)  The  courts. 

(2)  State  industrial  commissions. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926),  pp.  761— 
762. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  511-534. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  602-621. 
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Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  643-654. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  318-334. 

PROBLEMS 

I.  The  Philosophy  of  Labor  Legislation 

1.  Develop  briefly  the  philosophy  of  labor  legisla¬ 
tion.  What  forms  has  the  state’s  protection  of 
labor  taken  in  the  past? 

2.  Should  legislatures  regulate  industrial  con¬ 
ditions  affecting  men  as  well  as  women  and 
children?  Why,  or  why  not? 

II.  Legal  Difficulties  in  Procuring  Protective 

Legislation  for  Labor 

3.  What  legal  obstacles  have  made  the  enactment 
of  protective  labor  legislation  difficult  in  the 
United  States? 

4.  It  is  often  said  that  the  Federal  Constitution 
and  the  U.  S.  Supreme  Court  are  the  safeguards 
upon  which  American  liberties  rest. 

It  is  asserted,  on  the  other  hand,  that  our 
written  constitution  and  its  legalistic  interpre¬ 
tation  by  the  courts  form  an  almost  insur¬ 
mountable  barrier  to  constructive  social  legis¬ 
lation. 

Discuss  these  two  statements.  Does  the  Con¬ 
stitution  adapt  itself  to  changing  economic 
conditions? 

V.  Child  Labor  Legislation 

5.  Show  why  Congress  felt  it  necessary  to  submit 
to  the  state  legislatures  the  proposed  twentieth 
amendment  to  the  Federal  Constitution. 

6.  Develop  and  appraise  the  arguments,  pro  and 
con,  for  the  regulation  of  child  labor  by  the 
Federal  Government. 

VI.  Minimum  Wage  Legislation 

7.  Compare  and  discuss  the  following  two  state¬ 
ments,  taken  from  the  majority  and  minority 
opinions,  in  the  District  of  Columbia  Minimum 
'Wage  Case.  (See  Douglas,  pp.  867-870.) 
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Justice  Sutherland,  for  the  Court:  “Adult 
women  ....  are  legally  as  capable  of  contract¬ 
ing  for  themselves  as  men .  The  ancient 

inequality  of  the  sexes  otherwise  than  physical 
....  has  continued  with  ‘diminishing  intensity’ 
in  view  of  the  great — not  to  say  revolutionary — 
changes  which  have  taken  place  ....  in  the 
contractual,  political,  and  civil  status  of  woman 
culminating  in  the  Nineteenth  Amendment.  It 
is  not  unreasonable  to  say  that  these  differences 
have  now  come  almost,  if  not  quite,  to  the 
vanishing-point.’ 

Justice  Taft,  dissenting:  “The  Court  in 
Muller  v.  Oregon  based  its  conclusion  on  the 
natural  limit  to  women’s  physical  strength  and 
the  likelihood  that  long  hours  would  therefore 

injure  her  health .  A  sweating  wage  has 

as  great  and  as  direct  a  tendency  to  bring  about 
an  injury  to  the  health  and  morals  of  workers  as 
....  long  hours . The  Nineteenth  Amend¬ 

ment  did  not  change  the  physical  strength  and 

limitations  of  women .  I  don’t  think  we 

are  warranted  in  varying  constitutional  con¬ 
struction,  based  on  physical  differences  between 
men  and  women,  because  of  the  Amendment.” 

8.  Minimum  wage  laws  have  been  attacked  on  the 
ground  that  they  fix  prices,  rather  than  con¬ 
ditions  of  labor,  and  thus  exceed  the  proper 
limits  of  labor  legislation.  Do  you  agree? 

9.  “The  danger  to  which  the  principle  of  the  mini¬ 
mum  wage  gives  rise  is  that  wages  may  come 
to  be  fixed  without  sufficient  regard  to  the  pro¬ 
ductive  capacity  of  the  workman  or  the  nature 
of  his  output.”  Discuss. 

10.  “Minimum  wage  laws  would  force  many 
persons  out  of  employment  entirely,  thus  de¬ 
priving  thousands  of  meagre  but  badly  needed 
earnings.”  Discuss. 

11.  What  would  be  the  effect  of  minimum  wage 
laws  on  parasitic  industries? 
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12.  Outline,  in  parallel  columns,  the  principal  argu¬ 
ments  for  and  against  the  legal  minimum  wage, 
and  state  your  conclusions. 

VII-VIII.  Employers’  Liability  and  Workmen’s  Compen¬ 
sation  Legislation 

13.  Why  has  the  common  law  been  inadequate  for 
the  protection  of  the  worker’s  physical  safety? 
Discuss  and  criticize  the  various  ways  in  which 
the  worker’s  disadvantage  may  be  removed. 

14.  Some  employers  have  claimed  that  workmen’s 
compensation  legislation  results  in  depriving 
them  of  property  “without  due  process  of  law.” 
What  do  you  think  of  this  alleged  “unwarrant¬ 
able  interference  with  property  rights”? 

15.  Public  policy  demands  that  safe  and  satis¬ 
factory  working  conditions  and  living  wages  be 
established  by  law,  as  a  first  charge  upon  in¬ 
dustry? 

Discuss  this  position,  and  appraise  the  ob¬ 
jections  to  such  legislation  and  to  its  further 
extension. 
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CHAPTER  XXXVIII 

The  Control  Over  the  Migration  of  People 

I.  Factors  Creating  the  Immigration  Problem  (F)  417— 
421 

1.  The  greatly  increased  volume  of  immigration  prior  to 
the  War. 

2.  The  changing  type  of  immigrant. 

3.  The  urban  preference  and  segregation  of  the  immigrant. 

4.  Increase  in  illiterate  immigrants  prior  to  War. 

5.  The  disappearance  of  free  land. 

II.  The  Value  of  the  Immigrant  (F)  421-423 

1.  Economic. 

2.  Social. 

3.  Political. 

III.  The  Menace  of  the  Immigrant  (F)  423-433 

1.  Economic. 

2.  Social. 

3.  Political. 

IV.  The  Restriction  of  Immigration  Through  a  Literacy 
Test 

1.  Nature  of  the  test:  the  ability  to  read  some  language. 

2.  Arguments  in  favor  of  the  literacy  test. 

3.  Arguments  against  the  literacy  test. 

V.  The  Restriction  of  Immigration  by  a  Percentage 
Rule  (F)  433-434 

The  act  of  1924  restricts  the  number  of  immigrants  to 
two  per  cent  of  the  number  of  foreign  born  of  a  given 
nationality  in  the  United  States  as  shown  by  the  census  of 
1890. 


Required  Readings 
References  contained  in  above  chapter. 
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Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  757- 
765. 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  2,  pp.  319-336. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  30-36. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  60-61, 
166-167. 

PROBLEMS 

I.  Factors  Creating  the  Immigration  Problem 

1.  How  do  you  account  for  the  fact  that  England  has 
no  serious  immigration  problem  while  the  United 
States  has  had  to  erect  immigration  barriers? 

III.  The  Menace  of  the  Immigrant 

2.  During  recent  years  much  has  been  said  about  the 
“increasing  menace  of  the  immigrant.”  Explain  why 
he  is  called  a  menace  and  why  the  problem  of  immi¬ 
gration  is  more  urgent  today  than  in  the  earlier  years 

'  of  our  history. 

IV-V.  Restriction  of  Immigration 

3.  What  are  the  present  restrictions  on  immigration 
into  the  United  States?  Explain  why  certain  business 
groups  are  in  favor  of  removing  the  restrictions  and 
why  organized  labor  favors  the  present  restrictions. 

4.  Compare  the  merits  of  the  literacy  test  for  the  re¬ 
striction  of  immigration  with  the  measure  restricting 
annual  immigration  to  a  percentage  of  the  foreign 
born  from  any  given  country  residing  in  the  U.  S. 
in  any  given  census  year. 

5.  Professor  Ross  says:  “Presently  the  world  will  be 
cut  up  with  immigration  barriers  which  will  never 
be  leveled  until  the  intelligent  accommodation  of 
numbers  to  resources  has  practically  equalized  popu¬ 
lation  pressure  all  over  the  globe.”  Do  current  facts, 
in  your  judgment,  support  these  predictions? 
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CHAPTER  XXXIX 

Capitalism  and  Plans  for  Economic  Reconstruction 

I.  Foundations  of  Capitalism  (E)  17-19,  20—21 

1.  The  institution  of  private  property  (F)  543-549,  550- 
552;  (M)  968-971. 

2.  The  transmission  of  property  rights  by  inheritance 
(F)  549-550,  575-580. 

3.  The  institution  of  contract  (H)  777-779. 

II.  Economic  Opportunities  Under  Capitalism 

III.  The  Control  of  the  Capitalistic  System 

1.  The  self-regulator:  competition  (M)  ^890-896; 
(F)  552-556,  580-587. 

2.  The  external  governor:  public  authority. 

IV.  The  Achievements  of  Capitalism 

V.  Criticisms  of  the  Present  Capitalistic  System 
(M)  927-931;  (H)  847-849 

1.  Its  wastefulness. 

2.  Insecurity  in  status  of  workers. 

3.  Development  of  monopolies. 

4.  Inequitable  distribution  of  wealth. 

5.  Tendency  to  emphasize  property  rights  at  the  ex¬ 
pense  of  human  rights. 

VI.  Plans  for  Economic  Reconstruction  (E)  603-606; 
(F)  596-598 

1.  Socialism. 

2.  Syndicalism. 

3.  Communism. 

4.  Anarchism. 

VII.  Nature  of  Socialism  (D)  711-718;  (M)  36-41 

1.  Socialization  of  the  most  important  material  instru¬ 
ments  of  production.  Not  all  capital  goods  would 
be  socialized,  but  for  the  most  part  private  property 
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in  capital  goods  would  be  abolished;  the  ownership 
of  small  scale  capitalistic  enterprises  in  which  there 
could  be  no  possibility  of  exploiting  labor  might  be 
left  in  private  hands. 

2.  Management  of  production  by  society. 

3.  Distribution  of  social  income  by  society.  Various 
bases  of  distribution  have  been  suggested  including 
(a)  mechanical  equality,  (b)  need,  (c)  sacrifice, 
(d)  productivity. 

4.  Retention  of  private  property  in  consumption  goods. 

VIII.  Conceivable  Ways  for  the  Socialistic  Establish¬ 
ment  of  the  Collective  Ownership  of  Industry 
(H)  851-852 

1.  Voluntary  bestowal. 

2.  Socialization  with  pensioning  of  the  present  owners. 

3.  Governmental  competition  forcing  private  enterprise 
from  the  field. 

4.  Confiscatory  taxation. 

5.  Confiscation. 

6.  Purchase. 

IX.  The  Strength  of  Socialism  (E)  606-607 

1 .  Emphasis  upon  a  scientific  organization  of  production . 

a.  Elimination  of  the  wastes  of  competition. 

b.  Elimination  of  the  wastes  of  industrial  de¬ 
pressions. 

c.  Elimination  of  unemployment. 

2.  Emphasis  upon  a  more  equitable  distribution  of 
wealth. 

X.  The  Practical  Difficulties  Involved  in  Socialism 
(E)  607-610 

1.  Mistaken  objections  to  socialism. 

a.  Failure  of  communistic  experiments  means  the 
failure  of  socialism. 

b.  Socialism  contemplates  the  abolition  of  all  forms 
of  private  property. 

c.  Socialism  is  identical  with  anarchism. 

d.  Alleged  hostility  of  socialism  to  religion  and  the 
family. 

e.  Socialism  contemplates  the  equality  of  all  men. 
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f.  The  socialistic  state  would  be  hampered  by  a  lack 
of  the  “accumulation  of  capital.” 

g.  Socialism  is  the  negation  of  liberty.  Distinction 
between  positive  and  negative  liberty.  Socialism 
does  not  remove  all  options. 

2.  Some  practical  difficulties  involved  in  the  socialistic 

program. 

a.  Difficulty  of  increasing  wealth  production  while 
shortening  hours,  so  as  to  make  possible  the 
greatly  increased  incomes  described  by  some 
socialists. 

b.  Difficulty  of  maintaining  discipline  and  efficiency 
on  the  part  of  the  workers.  Fear  of  unemploy¬ 
ment  is  removed. 

c.  Difficulty  of  avoiding  the  evils  of  bureaucracy. 
Socialism  means  the  substitution  of  governmental 
of  official  judgment  and  initiative  for  those  of  the 
individual.  It  tends  to  become  bureaucratic. 
Possible  bad  effects  upon  originality,  upon  the 
requirements  of  persons  engaged  in  the  higher 
pursuits,  and  upon  the  distribution  of  labor  forces 
so  that  production  may  be  harmoniously  de¬ 
veloped. 

d.  Difficulty  of  agreeing  upon  a  generally  acceptable 
standard  of  distribution,  at  once  just  and  suffi¬ 
ciently  stimulating  to  evoke  the  best  efforts  of  all. 

e.  Difficulty  suggested  by  Malthusianism. 

f.  Difficulty  of  properly  providing  for  obsolescence 
and  depreciation  and  thus  maintaining  credit. 

Required  Readings 

References  contained  in  above  chapter. 

Suggested  Readings 

Carver,  T.  N.,  Principles  of  National  Economy  (1921),  pp.  697— 
749. 

Clay,  Henry,  Economics  for  the  General  Reader  (Am.  ed.;  1918,) 
pp.  355-360,  pp.  418-445. 

Edie,  L.  D.,  Economics:  Principles  and  Problems  (1926) ,  pp.  449- 
458,  769-779. 
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Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  V.  2,  pp.  623-648. 

Seager,  H.  R.,  Principles  of  Economics  (1923),  pp.  657-673. 

Seligman,  E.  R.  A.,  Principles  of  Economics  (1924),  pp.  125-172, 
612-626,  685-688. 

Taussig,  F.  W.,  Principles  of  Economics  (1921),  v.  2,  pp.  464-501. 

PROBLEMS 

I.  Foundations  of  Capitalism 

1.  How  did  the  various  legal  institutions  on  which  our 
present  economic  system  is  based  develop  and  ac¬ 
quire  their  present  content?  How  can  these  institu¬ 
tions  be  modified? 

2.  Does  the  right  of  private  property  exist  in  per¬ 
petuity?  Do  you  think  “perpetual  rights”  are 
justified?  Can  an  individual  be  deprived  of  his 
property  rights  by  state  action?  Is  he  entitled  to 
compensation? 

3.  The  institution  of  private  property  finds  its 
strongest  support  in  the  contention  that  the  stimu¬ 
lus  of  unlimited  acquisition  is  necessary  to  develop 
in  men  their  greatest  capacity  and  energy.  Criticize 
this  contention.  What  are  some  of  the  attacks  made 
on  private  property? 

4.  Of  what  importance  to  the  credit  system  is  the 
enforcement  of  contracts?  May  contracts  ever 
properly  be  regarded  as  private  property  rights? 

III.  The  Control  of  the  Capitalistic  System 

5.  “There  can,  I  think,  be  no  reasonable  doubt  that 
the  world  is  far  better  served  under  this  competitive 
system  than  under  any  other  system  of  industrial 
regulation  which  has  hitherto  been  tried.  The  effect 
has  been  so  marked  that  modern  law  ....  has 
gradually  adjusted  itself  to  the  conception  that 
prices  should  be  let  alone  where  competition  can 
regulate  them;  that  a  price  obtained  in  open  market, 
without  fraud  or  artificial  monopoly,  is  ipso  facto 
a  fair  price;  and  that  a  man  does  no  wrong  to  those 
with  whom  he  deals  if  he  buys  as  cheaply  as  he  can 
and  sells  as  dearly  as  he  can.” 
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On  what  grounds,  if  any,  may  the  state  interfere 
with  prices  as  set  in  the  market? 

6.  “Prices  are  an  automatic  signal  to  producers;  they 
reflect  the  wants  of  consumers,  they  are  to  be 
interpreted  and  obeyed  as  promptly  as  possible, 
instead  of  regulated.  You  want  a  thermometer  to 
aid  you  in  regulating  the  temperature  of  your  home, 
but  you  don’t  want  to  regulate  the  thermometer.” 

Show  how  producers  react  to  price  changes.  Are 
prices  a  satisfactory  guide  to  production  from  the 
point  of  view  of  the  entrepreneur?  What  bearing 
does  the  business  cycle  have  on  this  question?  How 
is  the  consumer  affected  by  price  changes? 

Assuming  adequate  and  steady  production,  will 
the  unregulated  price  system  guarantee  the  kinds 
and  quality  of  goods  and  services  which  are  socially 
desirable? 

V.  Criticisms  of  the  Present  Economic  System 

7.  What  in  your  opinion  is  the  most  fundamental  defect 
in  the  functioning  of  the  present  economic  system? 
Is  this  feature  important  in  the  socialist  indictment 
of  the  capitalistic  system? 

How  would  the  socialist  deal  with  this  problem? 
How  would  you  deal  with  it?  Is  the  defect  you  have 
pointed  out  inherent  in  the  capitalistic  system  or  is 
it  merely  a  maladjustment  which  can  be  remedied 
within  the  limits  of  the  present  system? 

8.  Indicate  the  fundamental  institutions  and  forces 
characterizing  the  present  economic  system,  to 
which  socialists  particularly  object  and  explain 
briefly  the  nature  of  the  modifications  they  would 
introduce. 

VI.  Plans  for  Economic  Reconstruction 

9.  How  do  the  programs  of  communism,  anarchism, 
and  syndicalism  differ  most  distinctively  from  the 
program  of  socialism? 

VII.  Nature  of  Socialism 

10.  It  is  argued  that  socialism  would  substitute  order 
for  anarchy  in  production.  Its  opponents  contend 
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that  “the  gains  which  socialism  would  effect  in  the 
more  equitable  distribution  of  wealth  would  be  more 
than  offset  by  the  losses  in  productive  efficiency 
which  it  would  entail.” 

Discuss  the  pros  and  cons  in  this  issue. 

11.  “Socialism  is  based  fundamentally  upon  the  same 
economic  philosophy  as  capitalism.  Socialism  would 
keep  the  capitalistic  structure  of  society  intact.  It 
would  change  only  the  equities  in  the  ownership  of 
property.”  Does  the  socialist  propose  the  abolition 
of  the  institution  of  private  property?  Would  the 
process  of  production  under  socialism  and  capitalism 
be  the  same?  Would  the  process  of  exchange  and 
distribution  be  unaltered?  What  methods  could  the 
socialists  use  to  obtain  the  redistribution  of  property 
rights? 

X.  Practical  Difficulties  Involved  in  Socialism 

12.  What  is  the  basic  difficulty  in  the  socialist  program, 
in  your  opinion?  Is  this  weakness  so  fundamental  as 
to  render  a  socialistic  state  impossible?  Can  the 
socialists  meet  this  difficulty?  Can  we  attain  per¬ 
fection  with  capitalism?  With  socialism?  under  any 
conceivable  organization  of  society? 

13.  It  is  said  that  socialism  is  the  negation  of  individual 
initiative,  eliminating  all  incentive  to  personal  effort 
in  production.  Do  you  agree?  Why,  or  why  not? 

14.  In  1822  Robert  Owen,  an  English  philanthropist, 
bought  a  large  tract  of  land  in  Indiana  and  estab¬ 
lished  a  communistic  colony  called  New  Harmony. 
This  colony  lasted  a  little  over  two  years.  Numerous 
other  experiments  have  been  tried,  the  great 
majority  having  failed  completely.  Show  reasons 
for  the  failures.  Do  such  failures  demonstrate  the 
futility  of  communism?  of  socialism? 
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CHAPTER  XL 

Economic  Society  and  Human  Welfare 

I.  Present  Economic  Society,  Man’s  Creation 

While  our  existing  economic  system  is  the  product  of  a 
long  evolutionary  process,  it  is  what  man  has  chosen  to 
make  it  or  allowed  it  to  be,  and  is  subject  to  further  control 
and  change.  It  has  been  made  for  man  and  not  man  for  it. 

II.  Some  Basic  Assumptions  of  the  Present  Economic 
System  (C)  370-388 

1.  The  adequacy  of  self-interest. 

2.  The  adequacy  of  competition  as  a  regulator  of  quality 
and  price,  and  the  assumptions  that  the  competitive 
struggle  results  in  the  survival  of  the  fittest. 

3.  The  assumption  that  in  an  acquisitive  society  in¬ 
dividuals  necessarily  render  equivalent  social  service 
for  the  wealth  or  income  they  receive. 

4.  The  assumption  that  market  values  are  correct  indices 
of  social  needs,  and  safe  guides  for  production  to  follow. 

III.  The  Principal  Objectives  of  Economic  Society 
(C)  434-438 

1.  To  provide  goods  which  will  satisfy  the  physical 
necessities  of  life. 

2.  To  provide  opportunities  and  thus  increase  man’s 
freedom. 

3.  To  make  wealth  promote  human  welfare. 

a.  Distinction  between  wealth  and  welfare. 

b.  Welfare  and  quantity  production. 

c.  Welfare  and  quality  production. 

d.  Welfare  and  waste. 

e.  Welfare  and  leisure. 

IV.  Some  Essentials  in  the  Promotion  of  Human  Welfare 
by  Economic  Society 

Whatever  the  specific  form  that  economic  society  may 
take,  all  agree  that  it  should  promote  the  greatest  possible 
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human  welfare.  Among  the  things  that  can  be  done  (and 
to  some  extent  are  being  done)  to  promote  human  welfare, 
and  none  of  which  calls  for  any  material  reconstruction  of 
the  existing  economic  system,  are  the  following: 

1.  Emphasis  in  all  economic  matters  of  the  social  point 
of  view. 

2.  Recognition  of  human  rights  as  paramount  to  property 
rights. 

3.  Greater  equality  of  opportunity  for  all  through 

a.  Education. 

b.  Abolition  of  unfair  privilege. 

c.  Control  of  monopoly  and  regulation  of  the  level  of 
competition. 

d.  Greater  diffusion  of  wealth  ownership. 

4.  Recognition  of  the  democratic  principle  in  economic 
life  as  well  as  in  politics. 

5.  Better  adjustment  of  pecuniary  rewards  to  socially 
desirable  and  necessary  functioning  in  production. 

6.  Promotion  of  economic  security  for  human  beings  as 
well  as  property. 

7.  Elimination  of  waste  in  production  and  consumption. 

Required  Readings 
References  contained  in  above  chapter. 

Suggested  Readings 

Fairchild,  F.  R.,  Furness,  E.  S.,  Buck,  N.  H.,  Elementary  Econom¬ 
ics  (1926),  v.  1,  pp.  90-93,  204-209. 
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Suggested  Topics 
PART  I— PRODUCTION 

1.  The  Significance  of  the  Industrial  Revolution. 

2.  Conditions  Favoring  the  Establishment  of  Capitalism. 

3.  The  Conversion  of  Economic  Opportunity  into  Economic 
Power. 

4.  The  Specialization  and  Interdependence  of  Modern  In¬ 
dustry. 

5.  The  Effects  of  Machine  Industry  upon  Labor. 

6.  The  Superior  Productivity  of  the  Machine  Process. 

7.  The  Nature  and  Evolution  of  the  Factory  System. 

8.  Studies  in  the  Localization  of  Industry. 

9.  The  Capitalistic  Character  of  Modern  Industry. 

10.  Overcapitalization  in  Relation  to  the  Costumer  and  In¬ 
vestor. 

11.  Increase  of  Integration  in  Industry. 

12.  An  Estimate  of  the  Different  Bases  of  Capitalization. 

13.  The  Economic  Significance  of  the  Shift  in  Negro  Population 
to  the  North. 

14.  Nature  and  Functions  of  the  American  Federation  of 
Labor. 

15.  The  Labor  Problem  Raised  by  the  Advent  of  Women  into 
Industry. 

16.  Industrial  versus  Craft  Unionism. 

17.  A  Statistical  Study  of  the  Entrance  of  Women  into  In¬ 
dustry  as  Shown  by  the  United  States  Census. 

18.  The  History  of  Organization  Among  Women  Workers. 

19.  The  Relative  Merits  of  the  Open  and  Closed  Shop. 

20.  The  Post-War  Open  Shop  Drive. 

21.  The  Shorter  Working  Day. 

22.  A  Study  of  the  Eight  Hour  Day  Movement  in  the  Steel 
Industry. 

23.  The  Economic  and  Legal  Aspects  of  Strikes. 

24.  The  Economic  and  Legal  Aspects  of  Boycotts. 

25.  The  Injunction  as  Labor’s  Friend. 

26.  The  Injunction  as  Labor’s  Foe. 
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27.  Compulsory  Arbitration  of  Industrial  Disputes. 

28.  The  Canadian  Compulsory  Investigation  of  Industrial 
Disputes — Nature  and  Success. 

29.  The  “Company  Union,”  Its  Purpose  and  Character. 

30.  The  Kansas  Court  of  Industrial  Relations — Nature  and 
Success. 

31.  The  Kansas  Court  of  Industrial  Relations — Effect  upon  It 
of  Supreme  Court  Decisions. 

32.  The  Experience  of  Australia  and  New  Zealand  with  Com¬ 
pulsory  Arbitration  of  Industrial  Disputes. 

33.  Representative  Government  in  Industry — Exposition  and 
Appraisal. 

34.  Scientific  Management  as  It  Affects  the  Laborer. 

35.  Trade  Agreements  as  a  Means  of  Preventing  Industrial 
Disputes. 

36.  History  of  Compulsory  Investigation  in  the  Settlement  of 
Disputes  Between  Railroad  Employers  and  Their  Em¬ 
ployees. 

37.  Trade  Agreements  in  the  Coal  Industry. 

38.  Trade  Agreements  in  the  Clothing  Industry. 

39.  A  Sketch  of  the  Development  of  the  Employment  Manage¬ 
ment  Movement  in  the  United  States. 

40.  Significance  of  the  Coronado  Coal  Decision  by  the  United 
States  Supreme  Court. 

41.  The  Ford  Profit  Sharing  Plan. 

42.  The  Labor  Philosophy  of  Henry  Ford  as  Revealed  in  The 
Life  and  Work  of  Henry  Ford. 

43.  History  of  the  Development  and  Policies  of  Employers’ 
Associations. 

44.  International  Labor  Questions  of  the  Day. 

45.  Accomplishments  of  the  British  Labor  Party  During  Its 
Eight  Months  in  Office  in  1924. 


PART  II— THE  MODERN  EXCHANGE  SYSTEM 

46.  An  Examination  of  Recent  Fiat  Money  Proposals. 

47.  The  Main  Functions  of  the  Federal  Reserve  Banking 
System. 

48.  Clearings  and  Collections  Under  the  Federal  Reserve 
System. 
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49.  Open  Market  Operations  of  the  Federal  Reserve  System. 

50.  Achievements  and  Criticisms  of  the  Federal  Reserve 
System. 

51.  The  Branch  Bank  Movement — Dangers  and  Possibilities. 

52.  The  Relations  Between  Banking  Organizations  and  the 
Economic  Cycle. 

53.  The  Farmer  Versus  the  Laborer  D-uring  the  Post-War 
Deflation  Period. 

54.  The  Need  of  Agricultural  Credit  and  Recent  Attempts 
to  Supply  It. 

55.  The  International  Significance  of  a  Depreciated  Currency. 

56.  International  Trade  Since  the  War. 

57.  Present  Day  Use  and  Importance  of  “Trade”  and  “Bank¬ 
ers’  ”  Acceptances. 

58.  An  Examination  of  the  Foreign  Exchange  Situation,  191 4— 
1924. 

59.  The  Probable  Future  of  “Dollar  Exchange.” 

60.  Present  Problems  of  American  Foreign  Trade. 

61.  The  Explanation  of  Normal  Foreign  Trade  Rates  Prior  to 
1914. 

62.  An  Explanation  of  Foreign  Exchange  Rates  in  1921. 

63.  The  Foreign  Trade  of  the  United  States  Since  the  War. 

64.  A  Study  of  Prevailing  Foreign  Exchange  Rates. 

65.  The  Nature  and  Functions  of  the  Chicago  Board  of  Trade. 

66.  The  Nature  and  Functions  of  the  New  York  Stock  Ex¬ 
change. 

67.  Organized  Speculation — Its  Prohibition  or  Regulation. 

68.  The  Control  of  Speculation  by  Legislation. 

69.  The  Probable  Effects  of  the  Proposed  Lakes-to-Ocean  Deep 
Water  Route. 

70.  Cooperative  Marketing  in  Wisconsin. 

71.  The  Wisconsin  Tobacco  Pool. 

72.  The  Marketing  of  Cotton. 

73.  Cooperative  Marketing  of  Farm  Products. 

74.  The  Organization  and  Purpose  of  the  California  Fruit 
Growers’  Association. 

75.  The  Farm  Bureau — Its  Purpose  and  Development. 

76.  The  Effect  of  the  Chain  Store  Movement  on  Retail  Prices. 

77.  The  Services  of  and  the  Dangers  in  Assessment  Insurance 
Companies. 

78.  The  Wisconsin  Experiment  with  State  Insurance, 
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79.  Government  Marine  Insurance  in  Great  Britain  and  the 
United  States. 

80.  Some  Forms  of  Safety  and  Health  Insurance. 

81.  Social  Insurance  Against  Industrial  Accidents. 

82.  The  Failure  of  Employers’  Liability  to  Provide  Adequate 
Compensation  for  the  Injured  Employee. 

83.  The  Case  for  Compulsory  Health  Insurance  in  the  United 
States. 

84.  Old  Age  Pensions  Versus  Old  Age  Insurance. 

85.  The  Extent  of  Social  Insurance  Among  Government  Em¬ 
ployees. 

86.  Causes  of  and  Remedies  for  Unemployment. 

87.  Feasibility  of  Compulsory  Unemployment  Insurance. 

88.  Periodic  Sources  of  Unemployment  Statistics  in  the  United 
States. 

89.  Recent  Experiences  of  European  Governments  with  Un¬ 
employment  Insurance. 

90.  Nature  and  Extent  of  Unemployment  Schemes  in  the 
United  States. 

91.  A  Critical  Study  of  the  Huber  or  Heck  Unemployment 
Insurance  Bills  in  Wisconsin. 

92.  The  Problems  Raised  by  Motor  Competition  with  the 
Railroads. 

PART  III— VALUE  AND  PRICE 

93.  The  Influence  of  Custom  in  the  Determination  of  Price. 

94.  Class  Price. 

95.  A  Comparison  of  Real  and  Nominal  Wages  in  Selected 
Industries — 1914-1924. 

96.  The  Malthusian  Theory  of  Population  Critically  Con¬ 
sidered. 

97.  The  Effects  of  the  War  upon  the  Interest  Rate. 

98.  The  Justification  of  Interest  as  a  Reward  for  Waiting. 

99.  The  Relation  of  Rent  to  Prices. 

100.  The  Chief  Factors  in  the  Determination  of  Urban  Rents. 

101.  The  Single  Tax — Its  Merits  and  Demerits. 

102.  Price  Changes  Analyzed,  1913  to  Date. 

103.  Analysis  and  Explanation  of  1920  Price  Changes. 

104.  A  Comparative  Study  of  Current  Index  Numbers. 
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105.  Price  Changes — Their  Causes  and  Remedies. 

106.  The  Quantity  Versus  Commodity  Theories  of  Money. 

107.  The  Effect  of  Circulating  Credit  upon  Prices  and  the  Social 
Welfare. 

108.  Explanations  of  the  Business  Cycle. 

109.  Crises — Their  Causes  and  the  Federal  Reserve  System  as  a 
Means  of  Control. 

110.  A  Comparison  of  Current  Business  Forecasting  Services. 


PART  IV— CONSUMPTION 

111.  Standards  of  Living — Their  Meaning  and  Economic  Im¬ 
portance. 

112.  A  Survey  of  the  Work  of  the  United  States  Bureau  of 
Labor  Statistics  on  Family  Budgets. 

1 13.  A  Discussion  of  the  Laws  of  Want  Satisfaction. 

114.  Luxury — Its  Meaning  and  Its  Economic  Significance. 

115.  The  Fallacy  of  the  Belief  that  Luxurious  Consumption  of 
the  Rich  Means  Economic  Benefit  for  the  Poor. 

116.  A  Discussion  of  War  Time  Control  of  Consumption — Its 
Necessity  and  Methods. 

117.  A  Study  of  Sumptuary  Legislation  as  Tried  by  Various 
Countries. 

118.  The  Economic  Necessity  of  Saving  and  the  Ways  of 
Accomplishing  It. 

119.  The  Relation  of  Savings  to  National  Prosperity. 

120.  The  Fallacy  of  “Business  as  Usual”  in  Periods  of  Economic 
Stress. 


PART  V— THE  INCOME  AND  EXPENDITURES 
OF  GOVERNMENT 

121.  The  Unearned  Increment  Tax — Its  Nature  and  Purpose. 

122.  The  Shifting  and  Incidence  of  Various  Forms  of  Taxation. 

123.  Principles  and  History  of  Various  Forms  of  Taxation. 

124.  The  General  Property  Tax — Its  Faults  and  Their  Remedies. 

125.  The  Merits  of  Financing  Wars  Partly  with  Bonds  and 
Partly  by  Taxation. 
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126.  Changes  in  Income  Tax  Legislation  in  the  United  States 
as  a  Result  of  the  War. 

127.  Long  Time  National  Debt  vs.  Early  Retirement  of  Bonds. 

128.  National  Economy  and  the  Federal  Budget. 

129.  Sales  Taxes. 

130.  The  Effects  of  Estate  and  Inheritance  Taxes  on  Capital 
Formation  and  Dissipation. 

131.  The  Problem  of  Tax-Free  Securities. 

132.  Taxation  of  Stock  Dividends. 

133.  An  Analysis  of  the  Dawes  Plan. 

134.  Economic  Effects  of  Unbalanced  Government  Budgets. 

135.  The  Economic  Possibilities  and  Effects  of  International 
War  Debts. 

136.  Cancellation  of  European  War  Debts  by  the  United  States. 

PART  VI— ECONOMIC  POLICIES  AND  POLITICS 

137.  The  Significance  of  Mercantilism  in  Economic  History. 

138.  The  Laissez-Faire  Policy  in  American  Economic  Life. 

139.  The  Extent  and  Success  of  Government  Regulation  in  War 
Time. 

140.  Government  Fixation  of  Prices — Its  Purpose  and  Results. 

141.  The  Webb-Pomerence  Act  in  Relation  to  Foreign  Trade. 

142.  The  Edge  Act  and  the  Financing  of  Foreign  Trade. 

143.  The  Needs  and  Future  of  American  Shipping. 

144.  The  Functions  and  Activities  of  the  Federal  Trade  Com¬ 
mission. 

145.  “Pittsburg  Plus” — Its  Meaning  and  Significance. 

146.  Fixing  the  Price  of  Wheat  by  Government  Authority. 

147.  The  Economic  Functions  of  the  League  of  Nations. 

148.  What  Can  the  Government  Do  to  Help  the  Farmer? 

149.  Recent  Attempts  at  Regulation  of  Agricultural  Prices  in 
the  United  States. 

150.  Some  Problems  of  the  American  Merchant  Marine. 

151.  Criticisms  of  the  American  Valuation  Tariff  Plan. 

152.  Certain  Economic  Aspects  of  the  Present  Tariff  Tendencies 
in  the  United  States. 

153.  The  Influence  of  the  War  upon  the  Government’s  Prosecu¬ 
tion  of  Industrial  Combinations. 

154.  The  Evolution  of  the  Concept  of  Unfair  Competition  in 
the  Law  Relating  to  Business. 
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155.  The  Growth  in  Federal  Control  over  the  Railroads. 

156.  The  Organization  and  Functions  of  the  Wisconsin  Railroad 
Commission. 

157.  The  Organization  and  Functions  of  the  Interstate  Com¬ 
merce  Commission. 

158.  The  Case  for  Government  Ownership  of  Railroads. 

159.  The  Conflict  Between  the  Federal  Government  and  the 
Railroads  in  the  United  States. 

160.  A  Critical  Examination  of  the  Esch-Cummins  Act  of  1920 
from  the  Point  of  View  of  Labor. 

161.  A  Critical  Examination  of  the  Esch-Cummins  Act  of  1920 
from  the  Point  of  View  of  the  Railways. 

162.  Control  of  Hours  and  Conditions  of  Labor  by  the  Federal 
Government  During  the  War. 

163.  Federal  Child  Labor  Legislation  in  the  United  States. 

164.  Survey  of  the  Various  State  Laws  on  Child  Labor. 

165.  Minimum  Wage  Laws  in  Theory  and  Practice. 

166.  The  Immigration  Problem. 

167.  The  Present  Status  and  Desirability  of  Immigration  Legis¬ 
lation  in  the  United  States. 

168.  The  Nature  of  Immigration  in  the  Period  Immediately 
Preceding  the  War. 

169.  Effect  of  War  Upon  Immigration  and  a  Study  of  the 
Nature  of  the  Immigration  Since  1914. 

170.  The  Literacy  Test  Contrasted  with  the  Percentage  Plan 
for  Restricting  Immigration. 

171.  Historical  Varieties  of  Socialism. 

172.  Socialism  as  a  Body  of  Doctrine. 

173.  Socialism  as  a  Political  Movement. 

174.  Socialism,  a  Possible  Economic  Organization  of  Society. 

175.  The  Socialistic  Doctrine  of  the  Class  Struggle. 

176.  The  Strength  and  Services  of  Socialism. 

177.  The  Practical  Difficulties  Involved  in  Socialism. 

178.  The  Effects  of  the  War  upon  the  Socialist  Movement  in 
the  United  States. 

179.  Development  of  the  Socialist  Movement  Prior  to  the  War. 

180.  Fundamental  Contrasts  Between  Anarchism,  Syndicalism, 
and  Trade  Unionism. 

181.  An  Analysis  of  the  Marxian  System. 

182.  Present  Status  of  the  Socialist  Movement. 
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183.  The  Relation  Between  Socialism  and  Trade  Unionism  in 
the  United  States. 

184.  Socialistic  Principles  and  the  Major  Political  Parties. 

185.  The  Strength  and  Weakness  of  Socialism. 

186.  A  Comparison  of  the  Outstanding  Economic  Planks  in  the 
Platforms  of  the  Three  Competing  Parties  in  the  1924 
Presidential  Election. 
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